ANNEX – ANNUAL SECTORAL REPORT

Chapter 3: Services


	Chapter 3 (g) : Financial Services

	Section
	Improvements Implemented Since Last IAP
	Current Entry Requirements
	Further Improvements Planned

	Operational Requirements


	None.

Issuance of BSP Circular No. 388 further specifying the procedures in purchasing foreign exchange equivalent to over US$5,000 and requiring documentation to determine the nature of the transaction and the parties involved (26 May 2003).

Issuance of BSP Circular No. 326 to include “affiliates” of banks and non-bank financial intermediaries performing quasi-banking functions as qualified institutions authorized to engage in derivative transactions (03 April 2002).



	Banking

The passage into law of Republic Act No. 7721 (An Act Liberalizing the Entry and Scope of Operations of Foreign Banks in the Philippines) on 18 May 1994 amended the General Banking Act (R.A. No. 337) which, since 1948, had closed the domestic banking system to foreign banks (except for the four banks already operating before the said law was enacted).  Under R.A. No. 7721, foreign banks are authorized to operate in the Philippine banking system through any one of the following modes:

· by acquiring, purchasing or owning up to 60 percent of the voting 

      stock of an existing bank;

· by investing up to 60 percent of the voting stock of a new 

       banking subsidiary incorporated under Philippine law; or 

-     by establishing branches with full banking authority.

Foreign bank entry under the first two modes is unrestricted in number.  Under the third mode, six new foreign banks may establish commercial presence upon approval by the Monetary Board of the Bangko Sentral ng Pilipinas (BSP) within five years from the law's effectivity while an additional four foreign banks may be allowed entry under the third mode on recommendation of the same to the President.

A foreign bank may avail itself of only one mode of entry, provided that this shall not preclude investment in the equity of a domestic bank of not more than 30 percent of voting stock or 40 percent upon approval of the President of the Philippines (Sec.3, para. 2, R.A. No. 7721).

At all times, the control of 70 percent of the resources or assets of the entire banking system shall be held by domestic banks more than 50 percent of the subscribed capital of which are owned by Filipinos (Sec.3, para. 3, RA 7721).

Current Account Transactions

In general, there are no restrictions on foreign exchange requirements for current account (trade and non-trade) transactions. Supporting documents have to be presented for commercial banks to sell foreign exchange to service payments for imports, regardless of amount, as well as for non-trade purposes  exceeding US $5,000 (effective 26 July 2001 from US $10,000 previously).

Capital Account Transactions

All public and publicly-guaranteed private sector obligations  to foreign creditors, including foreign shareholders and offshore banking units,  have to be referred to the BSP for prior approval. 

Other private sector  borrowings as well as financing arrangements involving exchange payments require prior approval and/or registration by the BSP if it is to be serviced using foreign exchange purchased from the banking system.  Similarly, foreign investments have to be registered with the BSP only if the foreign exchange needed to service the repatriation of capital and the remittance of dividends, profits and earnings which accrue thereon is to be sourced from the banking system.   The  foreign exchange required for servicing of unregistered foreign currency obligations and foreign investments will have to be sourced outside the banking system.

Arrangement for Repatriation of Profits

Foreign investments need not be registered with the BSP.  The registration of a foreign investment with the BSP is only required if the foreign exchange needed to service the repatriation of capital and the remittance of dividends, profits and earnings which accrue thereon shall be sourced from the banking system.  The foreign exchange needs of unregistered foreign investments may be sourced outside the banking system (Section 32, BSP Circular No. 1389, Consolidated Foreign Exchange Rules and Regulations).

Control on Derivatives/Forward Instruments

Prior BSP approval is required.  Only banks and non-bank financial intermediaries performing quasi-banking functions and their affiliates/ subsidiaries duly authorized by the BSP are allowed to deal in derivative transactions (BSP Circular No. 135, July 1997; BSP Circular No. 297, September 2001; BSP Circular No. 326, April 2002).

Securities

R.A. No.  8799 (Securities Regulation Code) aims to encourage the widest participation of ownership in enterprises and promote the development of the capital market. among others.

For details, please see http://www.bsp.gov.ph/
The contact points for further information are:

The Director

Department of Economic Research

Bangko Sentral ng Pilipinas

Vito Cruz cor. Mabini Streets

Manila, Philippines

Tel:  (632) 524-6760

Fax: (632) 523-1252

E-mail: ealido@bsp.gov.ph
The Director

International Operations Department

Bangko Sentral ng Pilipinas

Vito Cruz cor. Mabini Streets

Manila, Philippines

Tel:  (632) 536-6077

Fax: (632) 536-6072

E-mail:  cgonzalez@bsp.gov.ph

	No further action planned.



	Licensing and 

Qualification Requirements of Service Providers


	None
	Guidelines for Selection (Banking)

The following factors are considered in selecting the foreign banks which will be allowed to invest in majority of the voting stock of an existing domestic bank or to establish a subsidiary or branch in the Philippines:

-     geographic representation and complementation;

-     strategic trade and investment relationships between the  

      Philippines and the country of incorporation of the foreign bank;

-     relationship between the applicant bank and the Philippines;

-     demonstrated capacity, global reputation for financial   

      innovations and stability in a competitive environment of the  

      applicant;

-     reciprocity rights enjoyed by Philippine banks in the 
applicant's 

      country; and

-     willingness to fully share technology.

Only those among the top 150 in the world or the top five banks in their country of origin shall be allowed entry under Modes 2 and 3 (Sec. 3, R.A. No.  7721).

Section 1 of BSP Circular No. 256, Series of 2000, or the rules and regulations to implement Section 11 of the General Banking Law of 2000 stipulates  that  foreign individuals and non-bank corporations may own or control up to 40 percent of the voting stock of a domestic bank; Provided, that the aggregate foreign-owned  voting stocks  owned by foreign individuals and non-bank corporations in a domestic bank shall not exceed 40 percent of the outstanding voting stock of the bank.   The  percentage of foreign-owned voting stocks 

in a bank shall be determined by the citizenship of the individual stockholders in that bank.

For details, please see http://www.bsp.gov.ph/
The contact points for further information are:

The Director

Department of Economic Research

Bangko Sentral ng Pilipinas

Vito Cruz cor. Mabini Streets

Manila, Philippines

Tel:  (632) 524-6760

Fax: (632) 523-1252

E-mail: ealido@bsp.gov.ph
The Director

International Operations Department

Bangko Sentral ng Pilipinas

Vito Cruz cor. A. Mabini Streets

Manila, Philippines

Tel:  (632) 536-6077 

Fax: (632) 536-6072

E-mail:  cgonzalez@bsp.gov.ph

	No further action planned.

	Foreign Entry


	None


	Banking

The enactment into law of R.A. No.  8791, otherwise known as the General Banking Law of 2000, on 23 May 2000, allows increased access of foreign banks to the domestic market.  Under the law, foreign ownership of domestic financial institutions was liberalized further as follows:

-     ownership ceiling of foreign individuals and non-bank 

      corporations in a domestic banks was raised to 40 percent of the 

      voting stock from 30 percent; and

· foreign banks may acquire up to 100 percent of the voting stock    

      of a domestic bank within seven years from the effectivity of the 

       law.

Section 4 of BSP Circular No. 277, Series of 2001 provides that the three (3) year moratorium on the establishment of new commercial banks from 13 June 2000, which is the date of effectivity of the General Banking Law of 2000, until 12 June 2003, shall not be applicable to the acquisition or purchase by foreign banks of up to 100  percent of the voting stock of existing domestic commercial banks.

Investment Houses

R.A. No.  8366 (Investment Houses Law)  was approved on 21 October 1997 increasing the allowable foreign equity participation to 60  percent of the voting stock of an investment house.  It further allows foreign nationals to become members of the Board of Directors to the extent of their participation in the equity of the enterprise.

Financing Companies

R.A. No. 8556 (Financing Company Act) was approved on 26 February 1998 increasing the allowable foreign equity participation to 60  percent of the voting stock of a financing company.

Investment Companies (including Mutual Fund Companies)

Membership in the Board of Directors is limited to Filipino citizens.

Insurance

In 1994, maximum  percentage of foreign ownership was increased to 100  percent with the issuance of Department of Finance Order 100-94 and 100-94A.  Entry is allowed under any of the following modes:

-     ownership of the voting stock of an existing domestic insurance 

      or reinsurance company or intermediary;

-     investment in a new insurance or reinsurance company or  

      intermediary incorporated in the Philippines; or

-     establishment of a branch.  Entry under (c) is not available toan 

      intermediary.  An applicant may avail itself of only one mode of 

      entry.  Capital requirements vary depending on the line of 

      business, degree of foreign ownership and mode of entry.

The contact points for further information are:

The Director

Department of Economic Research

Bangko Sentral ng Pilipinas

Vito Cruz cor. Mabini Streets

Manila, Philippines

Tel:  (632) 524-6760

Fax: (632) 523-1252

E-mail: ealido@bsp.gov.ph
The Assistant Secretary

International Finance Group

Department of Finance

Roxas Boulevard. cor. Vito Cruz Streets

Manila, Philippines

Tel: (632) 523-9221

Fax: (632) 526-9990

E-mail:rbtan@dof.gov.ph

	The Philippines will continuously:

· review existing restrictions on foreign membership in the Board of Directors of investment; and

· review existing law on investment companies with the objective of including a provision allowing a maximum of 100  percent foreign equity participation.

	Discriminatory Treatment/

MFN


	None
	Under the law, one of the guidelines for foreign bank entry is to see to it that reciprocity rights are enjoyed by Philippine banks in the applicant bank's country (Sec. 3, R.A. No.  7721).

The contact point for further information is:

The Director

Department of Economic Research

Bangko Sentral ng Pilipinas

Vito Cruz cor. A. Mabini Streets

Malate, Manila, Philippines

Tel:  (632) 524-6760

Fax: (632) 523-1252

E-mail: ealido@bsp.gov.ph

	No further action planned.


