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the Services Sector
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Goal: current status of the PH services sector &
identify emerging policy issues & strategy to

Improve competitiveness & upgrade in the
services GVC

Service sector performance, structure, &
economic contribution

Services liberalization: unilateral & bilateral
I ASEAN Framework Agreement on Services
Competitiveness

I Revealed Comparative Advantage
I GVC ParticipationtiVAData

Services Roadmap & BOI Investment Priorities
Plan (IPP)



Part 1: Performance, Structure, &
Economic Contribution

Macro Performance : Quarterly Growth 20102016 Q2
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A Robust growth due to strong macro fundamentals
A Services has been the main driver of growth
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Economic Structure

81-90 91-00 01-10 2011 2012 2013 2014 2015 23}6
éigsrr']‘;:lf’“;i’resm 24 21 19 12 11 11 10 10 9
Industry 38 34 33 32 32 33 33 33 34
Manufacturing 26 24 24 23 22 23 23 23 23
Services 40 42 48 56 57 57 57 57 58
Trade 14 15 17 17 17 17 17 17 16
Otﬁgf"biztiifsf 7 8 11 11 11 11 11 12
Financial 4 5 5 8 8 7 7 7 8

A Services has been the most important sector after the 70«
A Agriculture, fishery, & forestry has been declining
A Manufacturing contribution has remained stagnant



Services Performance: GVA

Shareto Total GVA (%) Growth Rate (%)
MAJOR SECTOR
2013 2014 2015 2056 2013 2014 2015 2016
Seml Seml
Agriculture, Forestry and Fishing 105 100| 95 | 85 | 1.1 1.7 0.1 | -3.3
Industry 329| 33.3| 334 | 338| 9.2 | 7.8 6.0 7.9
Services 56.7 | 56.6 | 57.1 | 57.7| 6.8 6.2 6.8 8.0
Construction 57 | 57 | 59 | 6.1 | 96 | 7.2 94 | 11.6
Electricity, Gas and Water Supply 33| 33| 32| 3.2 | 47 | 3.6 5.5 9.8

Transport, Communication and Storagg 7.5 | 75 | 7.7 | 7.9 | 48 | 6.5 8.0 6.2
Trade and Repair of Motor Vehicles,
Motorcycles, Personal and Household | 16.6 | 16.5| 16.7 | 15.8 | 6.2 5.8 7.1 8.3
Goods

Financial Intermediation 7.1 7.2 7.2 75 | 126 | 7.2 6.1 8.1
|Rea| Estate, Renting & Business Activiy 10.9 | 11.2 | 11.3| 11.5| 8.9 8.7 7.2 9.2

Public Administration & Defense,
Compulsory Social Security

Other Services 10.3| 10.1| 10.3| 11.0| 4.9 4.0 7.9 8.5

42 | 41 | 39 | 40 | 27 | 4.0 1.2 5.9

*Growth rates and value added share at constant 2000 prices

Source: National Income Accounts, Current Labor Statistics. Philippine Statistics Authority



Services Performance: Employment

Share to Total Employmer{£o)

MAJOR SECTOR
2012 2013 2014 2015

Agriculture, Forestry and Fishing 33.0 | 322 | 31.0 | 305 | 29.2 | 26.0
Industry 149 | 153 | 156 | 16.0 | 16.2 | 175
Services 52.1 | 526 | 534 | 535 | 54.7 | 56.5
Construction 5.6 5.9 6.2 6.7 7.0 8.1
Electricity, Gas and Water Supply 0.4 0.4 0.4 0.4 0.3 0.4
Transport, Communication and Storage 7.5 7.9 8.1 7.9 8.2 8.4

Trade and Repair of Motor Vehicles,
Motorcycles, Personal and Household Good

Financial Intermediation 1.2 1.2 1.2 1.3 1.3 1.3
Real Estate, Renting & Business Activity 3.4 3.4 3.6 3.8 4.0 4.4
Public Administration & Defense, Compulsor
Social Security

Other Services 15.2 16.6 16.7 16.8 17.0 17.3

*Growth rates and value added share at constant 2000 prices

199 | 183 | 18.6 | 188 | 18.9 | 19.7

5.0 5.2 5.2 5.1 5.4 5.5

Source: National Income Accounts, Current Labor Statistics. Philippine Statistics Authority



Export Structure

Government goods and servicé

Other business service F
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Import Structure
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Trade In Services

Year DO0QN D6 QMWYM M

(US$B)| (US$B)| Q™ p
(USS$B

Exports 3.6 13.9 23.5

Imports 5.5 8.6 17.5

Trade -1.9 4.6B 6.0

Balance

%

Change 5% 26% 11%

Exports 2% 15% 15%

'Iz{'nports _

Exports: changed from
travel, transportation, &
communication towards computer
& information &other business
services (BPO)

A Imports: bulk transportation &
travel



Part 2: Policies Affecting Services

Power Opening up of generation sector, transmisswas privatized
BOT Law 1990 first in Asia

Telecoms Liberalizedporivate monopoly in late 1980s

Shipping Deregulation of 1st & @ class passage rates, port privatization
Air Air transport deregulationremoval of one airline policy

Water Late 90s privatization

RRTS (2003) SRNH Program, improve ports to facilitate RORO

Banking & finance Allowed establishment of 10 new foreign bank€9a, General
Y 1AY3 [ g A-yearWindow forffofeignasbaniésd
own up to 100% of 1 commercial bank or thrift bank

Retail trade Allowed foreigners up to 100% equity minimum $7.5M
A Implemented quite substantial investment & services reforms i
the 2 past decades (unilateral)

A Beneficial particularly in telecommunications, domestic air
transport, pocket open skies, RRTS



Investment Policies

A FDI policy changed from restrictive & highly complicated to a more
open one, FIA i@1 liberalized regulations

ACLDb[Y NBRdJdzZOSR O2yaARSN}Ioftex [ A

No foreign Mass Media except recording; Practice of all professions (pharma
equity radiologic & xray technology, criminology, forestry, lawRetail trade
enterprises with paieup capital of less than US$2.5M

Up to 20% Private radio communications network

Up to 25% Private recruitment, whether for local or overseas employment;
Contracts for the construction and repair of locéiliynded public
works; Contracts for the construction défenserelated structures

Upto 30% Advertising

Up to 40% Ownership of private lands; Operation of public utilitieducational
institutions; Contracts for the supply of materials, goods &
commodities to governmentProject Proponent & Facility Operator «
a BOT project requiring a public utilities franchise

Up to 60% Financing companies & investment houses regulated by SEC



FDI by Sector

Net FDI (Cumulative 201016 June, in US$M

2.500,00
2.000,00
1.500,00
1.000,00
500,00 l |
/& & & N F @ FF S o* & & &S <>$ F & LT <\O %é'
OISO TN O Y RE KRN E RS
0%‘5’ FF T EFLFETLIFTITETSOE T ST FE
0" & & o ¥ ¥ O L O ¥ &0 O ¥ O
& & T VOIS TFES S FELSES
Q' § S AIPAS S I 9 )
\C)\z ®\$ &Q}(J @v\f OQL\ @@ $V‘ Qg’ g)\o \é)\ \(JV“ @@ <5 &\2\ <\\<</ (00
D O N O A NN N e NS
© & L & & « & N &
D ,\QY ¥ ] ?‘Q v ?‘é

SourceBangkdSentralng Pilipinas(BSP)

A Total Net FDI increased from $1.07B in 2010 to $5.72B in 2015

A Share to Cumulative Net FDI

I Financial & Insurance: 29%; Manufacturidg%,; Real Estate: %2
Wholesale & Retail: 7%; Watsupply, Sewerage: 6%; Minirntyo;
Information &Communication: 4%; Arts, Entertainment and
Recreation: 4%




Attracting FDI

FDI Inflows, annual 1972014 (million US$)
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Source: United Nations Conference on Trade and Development (UNCTAD)

A PH ($3.7B; $6.2B) still lags behind Indonesia ($18.8B;
$22.6), Malaysia ($12.1; $10.8B), Thailand ($14.0B;
$12.6B), Singapore ($64.8B; $67.5B ), & Vietnam ($8.9B; $9.2B)
iIn 2013 and 2014



Recent Policy Reforms to Liberalize Entry

RA10641: Act Allowing the Full Entry of  As of July 2015, 5 license application

Foreign Banks (amended RA 7721) from foreign banks were approved
Sumitomo Mitsui Bankinghinhan
Bank & Industrial Bank of Korea,;
¢CFASl yQa [/ I GKYuantal
Bank

Implementation of Pocket Open Skigslicy Number of airlines increasddom 43

(EO 29, 2011) to allow foreign airlines in 2010 to 52 in 2014

unlimited take-off, landing & passenger New entrants: ANA, Turkish

O2y @dSeél yOS NARIKOA O Airlines, Xiamen Airlines, Oman Air

airports, except NAIA

Philippine Competition Act (21 July 2015) Established the PBompetition
Commission

RA 10668: Act Allowirtgpreign Vessels to  allows foreign shippers tengage in

Transport & Cdoad Foreign Cargoes for  transport of cargo intended for import

Domestic Transshipment or export to/from domestic ports
bringing down shipping costs



Services trade liberalization: AEC 201"

No restrictions on service delivery via modes 1 & 2, ex. public safety reasor

ASEAN equity participation: no less than 70% by 2010 in 4 priority sectors;
less than 51% by 2010 & 70% by 2015 in all other sectors

Progressive removal of market access limitations on mode 3 by 2015
AFAS & ASEAN+1: GATS plus

Many of the subsectors still unbound under modes 3 & 4, limitations on MA
& NT for many suisectors under modes 3 &4

Hoekmanindex* ( measure of GATSlyle degree of commitment, 1 fully
liberalized, 0.5 limited, O unbound): PH lowest at 0.33 (THA: 0.5, CM:
0.41, INDO 0.36)

I 0 PV R

0.33 0.26 0.11 0.17

o Do Do Do Do o

A Varioussectors includingir transport, maritime
transport, construction, financiaervices &elecommunications

A Due tolegalconstraints irthe Constitution (nationalistic provisions affecting
mode 3),progress of services liberalization has been modest
*Ishido& Fukunaga2012.



PH: AFAS'8Package

Consultancy services related to Wholesale trade servicé80%)
installation of computehardware(100%) Franchising30)

Software implementatioservice100)  Retailing service&30)
Data processingervicesdata base

R&D services on agricultusdienceg51)
R&D services oaconomicg51) _ _
Interdisciplinary research & experiment; Hotel, resort, pension houses, touris

development services o€ T(51%) Innsapartelleslodging services
Entertainment servicesr(ctheatre,

live bands, circugpl)

Hospital service€100%)
Other human health servicesec

Advertisingserviceq30%)

Market researclserviceq51%) International transport passenger, ex
General managememonsultingservices cabotagetransport & government

ex legabrganization(51%o) own cargoes

Production services of animated cartool International transport freight, ex

of any kind(51%) cabotagetransport & government
Motion picture projection service®1) own cargoes

Sound recording51) Maintenance & repair of vessels



Part 3: Comp

etitiveness

IN Services
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2005 | 0.497| 1.030| 0.430 | 0.189| 0.095| 0.010 | 1.017 | 2.656| 0.258| 0.000
2006 | 0.400| 1.291| 0.327 | 0.190| 0.119]| 0.009 | 1.197 | 2.346| 0.285| 0.000
2007 | 0.371| 1.529| 0.413 | 0.150| 0.085| 0.007 | 1.296 | 2.077| 0.211| 0.000
2008 | 0.427| 0.826| 0.294 | 0.080| 0.118| 0.004 | 1.517 | 2.689| 0.237| 0.000
2009 | 0.366| 0.695| 0.262 | 0.158| 0.127| 0.002 | 1.542 | 2.803| 0.301| 0.000
2010 | 0.362| 0.612| 0.307 | 0.147| 0.077] 0.004 | 1.489 | 2.966| 0.289| 0.038
2011 | 0.370| 0.698| 0.115 | 0.144| 0.065| 0.004 | 1.705 | 2.766| 0.378| 0.036
2012 |1 0.387| 0.814| 0.225 | 0.141| 0.061| 0.006 | 1.678 | 2.562 | 0.486| 0.039
2013 | 0.359| 0.809| 0.179 | 0.166| 0.043| 0.002 | 1.586 | 2.609| 0.495| 0.037
2014 1 0.389| 0.798| 0.084 | 0.194| 0.090| 0.006 | 1.494 | 2.544| 0.657| 0.036
2015 0.377| 0.735| 0.115 | 0.164| 0.170| 0.006 | 1.255 | 2.746 | 0.642| 0.035

Source: Calculations based on data from BSP and UNCTAD

A Revealed Comparative Advantage: computer & information, other
business services, travel




ComparativeAdvantage Areas

C Poolof skilled, semskilled, highlyskilled workers are our main
source ofstrength, drivers of services exports

C Currentcomparativeadvantage
A IT-BPM, businesservices

C Potentialcomparativeadvantage

A Creative/knowledgébased services: animation, software
development, game development, health information systems
Medical tourism; Tourisr& travelrelated
Educationalrecreational, cultural &porting
Aircraftmaintenance, repair, &overhaul
Ship repair
Distribution(retail, franchising
Construction& engineering
Transportsupport

> > I I I > D



How to position PH In norvoice

IT Application services Business Process services | Engineering services

AppR S @ @aintenance Horizontal processes Manufacturing

1 Application development 9 Contact centers engineering

1 AD integration& testing 1 Human resources 1 Upstream product

1 Application maintenance 9§ Finance& accounting engineering

System integration 1 Supplychain: procurement - Concept design

1 AnalysisDesign logisticsmanagement - Simulation

1 Development Industry/vertical processes - Design engineering
1 Integration& testing 1 Banking% insurance 9 Downstream product
1 Package implementation § Telecom engineering

IT Infrastructure Services 1 Publicsector Utilities - CAD/CAM/CAE

1 Helpdesk Desktopsupport 9 Healthcare Hightech - Embedded software
1 Datacentreservices  Oil &GasConsumemprods - Localization

1 Mainframe Knowledge Process dzi & 2 § Plan& process

1 Network operations f Business research, financ  engineering

1 IT consulting research Architecture design
Software product development § Animation 1 Design process

1 New product development 9 Data analytics 9 Building

1 System testing 1 Legal proces& patent Managementmodels
1 Localization/Support research

1 Gaming 1 Other highend processes



GVC Participation

Participation Index

u Forward

u Backward
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Business Service Financial Intermediation Transport and storage;Wholesale and retail tradg;
post and hotels and restaurants
telecommunications

A GVC Participation Index: measures depth of
participation in the GVC indicated by share of foreign
inputs & domestically produced inputs used If 3
countries exports expressed as % of exports




Philippinesin the
OffshoringServices GVC

Business ServicgsVC Participatiotindex: PH & India

£E[ o
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1995 2000 2005 2008 2009

A Philippine participation in the business services GVC increased frot
2.4% inP dig2.76%A Yy td289% M9

A Indiaincreasedsubstantially from 1.89% @5 t09.3% in@5, this
declined to 7.5% i¥ Ay N



Part 4: Strategic Industrial
Policy

€102V ES 1101 {0)/=H (hUpgrade industries
@004 ] o[=1M1T\/=Ia[E5ESE wRemove growth obstacles

Government as wCreate proper environment for private sector
development

Facilitator wPrivate sector: proximate source of growth

GVGfocused, wHow to plug in regional production networks
wMove up the value chain
OIS (C15 o EEITo M (,Build strong regional economies




Comprehensive National Industrial
Strategy Framework

EXTERNAL FACTORS: GLOBALIZATION, REGIONAL/BILATERAL/MULTILATEL
TRADING ARRANGEMENTS, GLOBAL & REGIONAL PRODUCTION NETWOF

- AGRICULTURE rmmn i
CFISHING, FORESTR R R e e
N e M e P
CrnnNENING BRI RIR IS RIS

INTERNAL FACTORS: GOVERNMENT POLICIES &PRO@GIEA M Shdustry
policy, INSTITUTIONS, INFRASTRUCTURE, MACRO STABILITY, RULE OF LA
PEACE & ORDER, POLITICAL CLIMATE

A THREE IMPORTANT CHANNELS AFFECTING INDUSTR'
GROWTH: COMPETITION, INNOVATION, PRODUCTIVIT

21



COMPREHENSIVE NATIONAL INDUSTRIAL STRATEGY

Opportunitie
A New high
level growth

trajectory
Growing
middle class
Political
stability

ANEW INDUSTRIAL POLICY
ABOLDER TRADE POLICY

AINTENSE INVESTMENT

TOP FIVE PRIORITIES

Manufacturing
A CARS
Program

“a v
NEW JOBS
HIGHER GDP

""

IT BPM
KPO
From voice to
non-voice

O [

Infrastructure
& Logistics

orts, roads
A SMEs 6
access to
finance
A Supply
chain gaps

Agribusiness
A High value

ASKILLS TRAINING & HUMAN
RESOURCE DEVELOPMENT
AINNOVATION & R & D

PROMOTION

AMODERN SME POLICY




SERVICES: GLUE THAT BINDS ALL
SECTORS TOGETHER

Goballycompetitive servicesreate quality jobs, move up the
value chain, enable structural transformation

Phase | 2014
2017

-labor-intensive
sectors:

tourism, constructio
n, ship repair, MRO
-infrastructure
Investments

-move up ITBPM
GVC

Phase Il 2018
2021

education, design, R&
D, finance, infrastructu
re

-engineering &
services embedded in
manufacturing

-HRD & skills

training, innovation
ecosystem

Phase Ill 2022
2025

- PH as regional
services hub:
training

- upgrade services
especially
manufacturing
related services to
sustain growth &

job creation



Services Strategic Actions

w Logistics
,Telecommunications, Finance, Energy, Water

w Crucial for competitiveness
Improvement, production networks & GVCs

Increase investments
In Infrastructure
services

Move up to high w Services embedded in manufacturing

YELV[ERETo [0 (S0 RSIETAVIIOES () R&D, design, logistics, financial, marketing, di
iIn GVCs stribution, aftersales services

w Investment promotion, IPR enforcement
_ w Regulatory & policy environment
A liesisiplelir4ela =1 () HRD, skills development, SME support

ISSues w Industry-academe
linkages, Innovation, NQI, standards & rating
system

A GVCoriented industrialpolicy for services: workforce
development, support for stantip companies

24



BOI IPP: PreferredActivities

. Integrated Circuit a. Services exports
Design b. Support activities to exporters:

. Creative Industries services embedded In
KnowledgeBased manufacturing, testing
Services: Inspection, repair
animation, software maintenance, logistics
developmentgame c. Services foreign film & TV production

developmenthealth  d. Publication & printing of books

Information Renewable energy, energy
management Systems exploration, power

. Ship repair generation, energy efficiency

. Charging stations for-e f. Tourism
vehlcles | g. Infrastructure:

: MamtenanceRepalr & airports, seaports, airwater &land
Overhaulof aircraft transport, LNGtorage&

Industrial waste regasification, bulkvater supply &

F R e & Aratrilar 1+ A



Conclusions & Key Policy Directions

A Services play an important role in teeonomy

A To increase competitiveness of services, help markets work
better:

0 Optimize supphchain integration of manufacturing & services;
address supply chain gaps

0 Maximize FTA gains by promoting trade in services that
harness the potentials of global valughains

A PH business services, computer & information
services, transportation, travel services

A AEC 2015 represents large market & investment opportunities

A Benefits not achieved automatically, significant challenges exist
0 Address domestic constraints preventing services growth

0 PH:modes 1& 2 open in most sectors ; however, market access &
national treatment restrictions in mode 3

o Given difficulties in changing the Constitution, strengthen regulatory
framework &effective implementation o€ompetition law to ensure
level playing field



Thank you!

Formore information, visit our website at
Industry.gov.ph




