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Robust economic
growth, rising
business confidence,
and improved
competitiveness outlook
are prompting investors
to take a closer look at
the Philippines and the
opportunities it offers.
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Philippine economic
overview

GDP growth rates at constant
2000 prices based on data from
Philippine Statistics Authority
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The Philippines continues to
be one of the best economic
performers in Asia. In 2016,
Gross Domestic Product
(GDP) grew by 6.8%, bringing
the seven-year moving
average of real GDP growth
rate to 6.3% — the highest
since 1978.

Robust economic growth1 (2012–2016)
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Philippine economic overview
Higher competitiveness ranking2
The economy is heavily reliant on the service
sector, which accounted for 57.5% of Philippine
GDP in 2016 in terms of gross value added (GVA);
it posted a 7.5% growth from the prior year’s 6.8%.
Industry, however, emerged as the fastest growing
sector, expanding by 8.0% from 6.0% the previous
year. Among the various economic subsectors,
construction recorded the highest year-on-year
growth; followed by electricity, gas and water at
9.6%; and real estate at 9.1%.
On the demand side, the economy remains
dependent on private consumption: it accounted
for 69.4% of GDP in 2016 and posted a 6.9%
growth compared to the previous year’s 6.3%.
Investment posted a robust growth of 20.8%
from last year’s 15.1%, with strong public
investment in construction in line with the
government’s commitment to improve the
country’s infrastructure. This was supported by an
expansion in government consumption by 8.3%
compared to 7.8% the previous year.
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57th

Ranked
(out of 138 economies)

The country has significantly
moved up by a total of 28
notches — from 85th in 2010
to 57th in 2016.

2

Based on World Economic Forum’s
Global Competitiveness Index
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Increasing net foreign direct investments3
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Multilateral agencies remain optimistic about
the Philippines’ short-term economic prospects
despite some global and local risks. The World
Bank, the International Monetary Fund, and the
Asian Development Bank have upgraded their
forecast economic growth for 2017 to 6.9%,
6.8% and 6.4%, respectively. Meanwhile, the
Organization for Economic Cooperation and
Development sees the Philippines as the fastestgrowing economy in 2017 among the so-called
Association of Southeast Asian Nations (ASEAN)-5,
buoyed by strong domestic demand and growing
cash remittances. ASEAN-5 is composed of the
Philippines, Indonesia, Malaysia, Singapore and
Thailand.
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Business sentiment is generally positive about
the new administration under President Rodrigo
R. Duterte. His Zero + 10-point socioeconomic
agenda, which highlights his administration’s
commitment to maintain current macroeconomic
policies, pursue reforms to further ease doing
business in the country, and significantly increase
infrastructure spending, among others, has been
well received by the business community.

Duterte’s Zero + 10-point socioeconomic agenda5
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Poor

Good

1

Continue and maintain current macroeconomic policies

2

Institute progressive tax reform

3

Increase competitiveness and ease of doing business

4

Account 5% of the GDP to infrastructure spending

5

Promote rural and value chain development

6

Ensure security of land tenure

BBB

Baa2

BBB-

7

Invest in human capital development

Standard &
Poor’s

Moody’s

Fitch

8

Promote science, technology and the creative arts

9

Improve social protection program

Based on the Official Gazette of the Philippine government
The number ‘zero’ in the agenda addresses crime, illegal drugs and other security issues as
a prior condition needed to achieve the socioeconomic goals

10

Strengthen the implementation of Responsible Parenthood
and Responsible Health Law
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Foreign investments
Investing in the Philippines
Attracting foreign investments has been a
government policy since the 1980s, and the
Philippine Congress has passed several laws to
attract foreign capital. Republic Act (R.A.) No.
7042, otherwise known as the Foreign Investments
Act of 1991 (FIA), as amended by R.A. 8179, is
the law that governs foreign investments in the
Philippines, except in banking and other financial
institutions, which are governed and regulated by
the Central Bank of the Philippines.
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Foreign investors are allowed to invest up to 100%
equity in companies engaged in almost all types of
business activities subject to certain restrictions as
prescribed in the Foreign Investment Negative List.
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The FIA declares that it is the policy of the
State to attract, promote, and welcome
productive investments from foreign individuals,
partnerships, corporations, and governments in
activities that significantly contribute to national
industrialization and socio-economic development
to the extent that foreign investment is allowed by
the Constitution and the relevant laws.
7
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Tenth foreign investment negative list
List A: Foreign ownership is limited by mandate of the Consitutuion and specific laws

no foreign equity

up to 40% equity
Exploration,
development and
utilization of natural
resources

Mass media
except
recording

Small-scale mining

Practice of certain
professions

Utilization of marine
resources

Ownership of
private lands

Retail trade
enterprises with
paid-up capital
below USD2.5m

Ownership, operation,
and management of
cockpits

Operation of public
utilities

Cooperatives
Private security
agencies

up to 20%
foreign equity

Private radio
communications
network

List B: Foreign ownership is limited for
reasons of security, defense, risk to
health and morals, and protection of
small- and medium-scale enterprises

Manufacture, repair, stockpiling,
and/or distribution of nuclear,
biological, chemical and
radiological weapons, and
anti-personnel mines

Educational
institutions other than
those established by
religious groups and
mission boards
Facility operator of
an infrastructure or a
development facility
requiring a public utility
franchise

Manufacture of
firecrackers and other
pyrotechnic devices

up to 25% foreign equity
Private
recruitment
(whether
for local or
overseas
employment)

Contracts
for the
construction
and repair of
locally funded
public works

Contracts
for the
construction of
defense-related
structures

Culture, production, milling,
processing, and trading – except
retailing – of rice and corn; and
acquiring by barter, purchase or
otherwise, of rice and corn, and
the by-products thereof
Contracts for the supply
of materials, goods and
commodities to governmentowned or -controlled
corporations (GOCCs)

up to 40% equity
Manufacture, repair, storage, and/or
distribution of of products and/or

ingredients requiring Philippine National
Police (PNP) or Department of National
Defense (DND) clearance

Operations of deep sea
commercial fishing vessels

Manufacture and distribution of
dangerous drugs

Adjustment companies

Sauna and steam bathhouses, massage
clinics, and other like activities regulated
by law

Ownership of
condominium units

up to 30%
foreign equity
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All forms of gambling, except those
covered by investment agreements with
PAGCOR
Domestic market enterprises with paid-in
equity capital of less than the equivalent
of USD200.0K; and those which involve
advanced technology or employ at least
50 direct employees with paid-in equity
capital of less than the equivalent of
USD100.0k

Advertising
This represents a partial list of the 10th regular
foreign investment negative list. For the complete
list, please refer to Executive Order No. 184.
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Foreign ownership
The FIA liberalized the entry of foreign
investments into the country. In general,
foreigners can invest up to 100% equity in
corporations, partnerships, and other entities in
the Philippines, except in areas included in the
Foreign Investment Negative List (FINL).
The FINL lists investment areas and activities
reserved to Filipino nationals where foreign
investments are prohibited or limited to a certain
percentage. For example, no foreign participation
is allowed in mass media; the practice of
certain professions including law, pharmacy
and criminology; and retail trade enterprises
with paid-up capital of less than USD2.5 million;
while foreign equity up to 40% is allowed in the
exploration, development, and utilization of
natural resources, and the operation of public
utilities.

Investment incentives
To encourage investments particularly in preferred
sectors of the economy, the Philippines offers
various incentive schemes to qualified enterprises
depending on the location and the registration of
the proposed business activity. Subject to certain
conditions, available incentives include income
tax holidays, tax and duty-free importation of raw
materials and equipment, and simplification of
customs procedures, among others.
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The Board of Investments (BOI), an agency
attached to the Department of Trade and
Industry, is the lead government agency
responsible for the promotion of investments in
the Philippines. Under the Omnibus Investments
Code (OIC), an investor may register with the BOI
to enjoy certain incentives and other benefits
provided that the investment is in an area of
economic activity specified in the Investment
Priorities Plan (IPP).
9
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The IPP is prepared by the BOI, in consultation
with the appropriate government agencies and the
private sector, and approved by the President. The
2017 IPP covers 10 identified preferred activities for
investment, as well as export activities, mandated
activities based on special laws granting incentives,
and Autonomous Region in Muslim Mindanao
(ARMM) list. The extent of entitlement to incentives
shall be based on the project’s net value-added, job
generation, multiplier effect and measured capacity.
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Other significant incentive programs are those
provided to enterprises registered with the Philippine
Economic Zone Authority (PEZA) and other economic
and freeport zone authorities such as the Subic
Bay Metropolitan Authority (SBMA) and the Clark
Development Corporation (CDC). Incentives are also
provided to regional or area headquarters (RHQ) and
regional operating headquarters (ROHQ).

10

Foreign investments

2017 IPP preferred list of activities
01

All qualified manufacturing
activities including
agro-processing6
•• Manufacture of industrial goods
•• Processing of agricultural and fishery
products
•• Manufacture of modular housing
components, and machinery and
equipment

Energy
•• Power generation projects utilizing
conventional fuels, waste heat and
other wastes
•• Establishment of battery energy
storage systems

Agriculture, fishery,
and forestry

Strategic services7
•• Integrated circuits design
•• Creative industries/knowledge-based
services
•• Maintenance, repair and overhaul of
aircraft

•• Commercial production of agricultural,
fishery and forestry products
•• Production of seeds ad seedlings
•• Establishment of nurseries and
hatcheries, and support services and
infrastructure

•• Charging/refueling stations for
alternative energy vehicles

Mass housing

•• Industrial waste treatment
•• Telecommunications
•• State-of-the-art engineering,
procurement, and construction

6

7

•• Development of mass housing units
and in-city low-cost housing projects for
lease

Subject to the criteria on the qualification for registration of projects
to be defined and clarified by the BOI in the implementing guidelines
Ibid

Inclusive business models
•• Business activities of medium and
larger enterprises in the agribusiness
and tourism sectors that provide
business opportunities to micro and
small enterprises as part of their value
chains
Healthcare services including
drug rehabilitation centers
•• Establishment and operation of general
and specialty hospitals, and other
medical/healthcare facilities including
drug rehabilitation centers

Environment or climate
change-related projects
•• Manufacture/Assembly of goods and
establishment of energy efficiencyrelated facilities
•• Green ship recycling
•• Establishment of privately-owned
materials recovery facility

Infrastructure and
logistics
•• Establishment and operation of vital
physical infrastructure to include
airports; seaports; air, land and
water transport; LNG storage and
regasification facilities; pipeline projects
for oil and gas; bulk water treatment
and supply; training facilities; testing
laboratories; and domestic industrial
zones
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•• Public-private partnership projects
including those initiated and/or
implemented by local government units

Innovation drivers
•• Research and development (R&D)
activities, conduct of clinical trials, and
establishment of centers of excellence,
innovation centers, business incubation
hubs and fabrication laboratories/coworking spaces
•• Commercialization of new and
emerging technologies and products
of the Department of Science and
Technology or government-funded R&D
11
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Public-private
partnerships

01
02
03

Recognizing the important role of the private
sector in driving national development, the
Government is encouraging investors to be
partners in bridging the public infrastructure gap
through public-private partnerships (PPP).
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Public-private partnerships

Under the previous administration, 13 PPP
projects totaling around US$6.5 billion were
awarded. One contract – the modernization
of the Philippine Orthopedic Center – was
terminated by the winning bidder due to delays
in the awarding of the Certificate of Possession of
the project site, among others.

Eligible bidders/proponents
Any local or foreign individual or business, or a
consortium of local, foreign, or local and foreign
firms may participate in the pre-qualification and
bidding for PPP projects.

The new administration has vowed to accelerate
the implementation of infrastructure projects
to be undertaken through the PPP model, even
if it plans to avoid the PPP scheme whenever it
appears better for the government to undertake
projects itself. As of February 2017, there
were nine PPP projects in different stages of
procurement, six projects under evaluation, and
21 projects under development. The government
has also received five unsolicited proposals, which
include the New Manila International Airport
Project and the Clark International Airport Project.

•• If the Project Proponent and the Facility
Operator are one and the same, the Project
Proponent must be Filipino individuals or a
corporation owned up to 60% by Filipinos or
a consortium with 60% interest owned by
Filipinos.

However, for projects that require a public utility
franchise:
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•• If the Project Proponent and Facility Operator
are two separate and independent entities,
only the Facility Operator needs to comply
with the Filipino interest requirement.
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Public-private partnerships
Eligible projects
Infrastructure and development projects that
may be undertaken under any of the recognized
and valid PPP modalities include transportation,
water supply and sewerage, telecommunications,
information technology, education, and health.

Eligible projects for PPP arrangement
Highways, including expressway, roads,
bridges, interchanges, tunnels, and
related facilities
Railways or rail-based projects that may
or may not be packaged with commercial
development opportunities
Non-rail based mass transit facilities,
navigable inland waterways and related
facilities
Port infrastructures like piers, wharves,
quays, storage, handling, ferry services
and related facilities

Airports, air navigation, and related
facilities

Land reclamation, dredging and other
related development facilities

Power generation, transmission, subtransmission, distribution, and related
facilities

Government buildings, housing projects

Telecommunications, backbone network,
terrestrial and satellite facilities and
related service facilities

Markets, slaughterhouses, and related
facilities

IT and data base infrastructure, including
modernization of IT, geospatial resource
mapping and cadastral survey for
resource accounting and planning

Warehouses and post-harvest facilities
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Public fish ports and fishponds, including
storage and processing facilities

Irrigation and related facilities
Water supply, sewerage, drainage, and
related facilities
Education and health infrastructure
Industrial and tourism estates or
townships, including ecotourism projects
such as terrestrial and coastal/marine
nature parks, among others and related
infrastructure facilities and utilities

Environmental and solid waste
management related facilities such as
but not limited to collection equipment,
composting plants, landfill and tidal
barriers, among others
Climate change mitigation and adaptation
infrastructure projects and related
facilities
Other infrastructure and development
projects as may be authorized by the
appropriate agencies

14

04

Taxation

The basic source of Philippine tax law is the National
Internal Revenue Code (NIRC) of 1997, as amended.
Laws relating to tax incentives are generally
contained in the OIC or in the statute governing the
relevant investment incentives. Cities, municipalities,
and barangays where the company is located also
have the authority to impose certain taxes pursuant
to the Local Government Code of 1991.
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Taxation

Corporate tax
A corporation is a resident if it is incorporated
in the Philippines or, in the case of a foreign
corporation, if it is issued a license to operate a
branch , representative office, regional or area
headquarters, or regional operating headquarters
in the Philippines.
The corporate tax rate is 30 percent. A Philippine
(domestic) corporation is taxed on its net income
(gross income less allowable deductions) from all
sources. A resident foreign corporation is taxed
on its net income derived from sources within the
Philippines; a non-resident foreign corporation is
subject to final withholding tax on its gross income
derived from sources within the Philippines.

For domestic and resident foreign corporations,
a minimum corporate income tax (MCIT) of 2%
of gross income is imposed beginning on the 4th
taxable year following the year of commencement
of operations. The MCIT will be due when it is
greater than the tax computed using the regular
rate. Any excess of MCIT over the normal income
tax may be carried forward and credited against
the normal income tax for the following three
taxable years.
Certain types of income are subject to special
tax rates. These include interest, royalties,
dividends, branch profit remittances, sale of
land (capital assets), and net capital gains from
sale of shares of stocks not traded in the stock

exchange. In addition, certain types of industries
are also subject to different rates. These include
proprietary educational institutions and hospitals,
international carriers doing business in the
Philippines, non-resident owners of vessels for
lease or charter, non-resident lessors of aircraft,
machinery and other equipment, and offshore
banking units (OBUs) on income derived from
foreign currency transactions.
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The Philippines has a broad tax treaty network,
the aim of which is to eliminate double taxation
and provide for reduced rates of withholding
tax on dividends, interest, and royalties, among
others.

16

Taxation

Withholding tax
The following payments, among others, are
subject to withholding tax:

•• Royalties – Royalties paid to non-resident
corporations are subject to a withholding tax
of 30% unless the rate is reduced under a tax
treaty.

•• Dividends – Dividends paid by a domestic
corporation to its foreign parent are generally
taxed at 30%. However, if the home country of
the recipient allows an additional credit of 15%
as tax deemed paid in the Philippines, the tax
is reduced to 15%. The rate may be reduced
under a tax treaty.

•• Branch remittance tax – A branch profit
remittance tax at the rate of 15% is imposed
on profits remitted abroad by a Philippine
branch of a foreign corporation to its head
office, subject to certain exceptions.
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•• Interest – Interest paid to non-resident
corporations is subject to a withholding tax of
20% on interest for foreign loans unless the
rate is reduced under a tax treaty.
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Indirect taxes
Value added tax (VAT) -- VAT is levied on the
supply of goods and the provision of services,
and on importation. The VAT rate is 12% while
a number of transactions are exempt. A zero
percent (0%) VAT rate generally applies to
the export of goods and services related to
processing, manufacturing or repackaging goods
for export. Taxpayers engaged in zero-rated
transactions are entitled to refunds or tax credits
for VAT paid (input tax) on their purchases of
goods, properties and services. VAT-exempt
status is also granted to certain transactions and
entities.

•• Stamp duty – A documentary stamp tax is
imposed on instruments such as bonds and
certificates of indebtedness, share certificates,
sales agreements, bank drafts, bills of
exchange, letters of credit, insurance policies,
bills of lading, lease agreements, mortgages
and warehouse receipts. The rate of the
stamp tax is either fixed or based on the value
of the document.

•• Transfer tax – A local transfer tax on real
property is levied at a rate of 50% of 1% of the
gross sales price or fair market value of the
property, whichever is higher, on the transfer
or sale of real property.
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•• Real estate tax – A property tax is levied on
real property at a rate that depends on the
location of the property. The tax should not
exceed 3% of the assessed value per the tax
declaration.
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Philippine M&A
snapshot
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Marked by increased activity from
domestic bidders, the Philippine M&A
space grew by 19.4% to US$6.4 billion
in 2016 from US$5.3 billion in 2015,
based on the disclosed deal values of
announced transactions. The biggest
transaction in 2016 was the joint
acquisition of Vega Telecom, Inc., a
wholly-owned subsidiary of San Miguel
Corporation, by the Philippine Long
Distance Telephone Company and
Globe Telecom, Inc. for about US$1.5
billion.
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Philippine M&A snapshot
Overall, prospects for M&A in the Philippines
appear to be favourable. M&A activities in
the financial services sector are expected
to gain traction after restrictions on foreign
ownership of local banks and insurance
companies were relaxed. The consumer
sector is likely to remain strong as disposable
income increases and the middle-income
group expands. On the other hand,
Philippine entities are expected to continue
to look for M&A opportunities abroad on
the back of stronger access to domestic
financing and the establishment of the
ASEAN Economic Community.

Common M&A issues
•• For small- and mid-size local private companies, there are usually no
refined management reporting and control procedures in place.
Quality of information

•• Local private companies’ budget and business plans are usually not
available for review, or are often aggressive and/or do not provide
essential details.
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Multiple bookkeeping

•• Some small local companies maintain two sets of accounting books –
one for the tax authorities and one for internal management.
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Related party
transactions

•• Risks associated with related party transactions in the Philippines
include difficulties in identifying related party relationships and
transactions, terms that are not at arm’s length, corporate guarantees
given to related parties, transactions completed for the benefit of
the group rather than stand-alone commercial reasons, profits/
losses manipulated to minimize taxes on a group basis, and
related transactions not supported by reasonable transfer pricing
methodologies, etc.

Foreign ownership
restrictions

•• In general, foreigners can invest up to 100% equity in corporations,
partnerships and other entities in the Philippines, except in areas
included in the Foreign Investment Negative List (FINL) which include
mass media; retail trade enterprises with paid-up capital of less than
US$2.5 million; exploration, development, and utilization of natural
resources; and operation of public utilities.
•• Land ownership is reserved for persons or entities considered
Philippine nationals. For this purpose, a corporation that is 60% owned
by Filipino citizens is treated as a Philippine national.
20
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Common M&A issues

Tax compliance

•• The buyer should be familiar with the country’s tax filing requirements
(e.g., applicable tax rate, relevant information) of value-added tax,
withholding tax, documentary stamps tax, etc.

Tender offer rule

•• The buyer should comply with the country’s tender offer rule if the
target is a public company (such as one listed on the Philippine Stock
Exchange) and the buyer acquires at least 35% of such company’s
capital stock in one or more transactions within 12 months.
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•• M&A deals with a value exceeding Php1 billion (around US$20
million), should provide due notification to the Philippine Competition
Commission (PCC) – a body which restricts anti-competitive
transactions – within 30 days before consummation. A 60-day
Compulsory notification
extension may be required if the PCC requests further information.
•• Should the transaction be consummated in violation of the notification
period, it will be considered void and parties of the agreement shall pay
an administrative fine equivalent to 1-5% of the transaction value.
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