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The Economist Ludwig von Mises, who lectured extensively in the 
mid-1900s about classical liberalism and known for his work on 
human choice and action, was quoted to have said that “every 
government intervention [in the marketplace] creates 
unintended consequences, which lead to calls 
for further government interventions.”

This quote seems to ring true in the case of the investment incentives 
that were offered by the Philippines government to attract investors. 
Medalla (2002) traced the earliest version to 1946, where new 
and necessary industries were granted exemption from all internal 
revenue taxes for a period of four years. There were mutations in 
the incentives package in the 1950s and in the 1960s. It was not 
until the enactment of the Incentives Investment Act in 1967 that 
the system of investment incentives was institutionalized. From then 
on, the law has undergone several amendments. What started as 
incentives to attract investments in certain industries eventually 
led to just attracting investments (Medalla, 2002).

And, now, if the administration has its way, we are facing another 
round of revisions to the investment incentives package offered by the 
government in the form of the proposed Corporate Income Tax and 
Incentives Reform Act (CITIRA), a resurrected bill from the Tax Reform 
for Attracting Better and High-quality Opportunities (TRABAHO) bill 
filed—but failed to pass—in the previous 17th Congress.

The think tank group Action for Economic Reforms (AER) attributed 
the failure of the bill to pass to the May 2019 midterm elections. Since 
tax measures have commonly been identified with inflation, it became 
difficult for senators running for reelection to act upon the said bill in 
fear of compromising the voters’ perception of them (Rivas, 2018d). As 
Dominguez stated, “tax policy, as we know, is never the best 
way to be reelected” (Arnaiz, Mogato & Tubayan, 2018).
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TAX PACKAGES

The adoption of economic measures and tax packages carry with them unintended consequences that impact upon the general population 
and economic activities. In particular, the proposed CITIRA Law (and the likelihood of its passage) would bear much impact. What we 
really need is clear policy direction and environment that would make investments flow and the economy growing.
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AND THE POSSIBLE UNINTENDED
CONSEQUENCES

THE PROPOSED CITIRA LAW



COUNTRY CIT Rate 

Brunei 18.5% 

Cambodia 20.0% 

Indonesia 25.0% 

Lao PDR 24.0% 

Malaysia 24.0% 

Myanmar 25.0% 

Philippines 30.0% 

Singapore 17.0% 

Thailand 20.0% 

Vietnam 20.0% 

!

The Comprehensive Tax Reform Program

The Comprehensive Tax Reform Program (CTRP) is one of the Duterte 
administration’s efforts to hasten poverty reduction, curb inequality, 
and generate revenues to fund the government’s infrastructure 
projects—particularly the Build! Build! Build! program—and social 
development programs (Department of Finance, 2018a). 

Specifically, the CTRP aims to reduce the poverty rate of the 
Philippines from 21.6% to 14.0% in 2022, as well as to attain an 
upper-middle income status with an increase in the Gross National 
Income (GNI) from USD3,500 to USD5,000 in 2022. Eventually, 
by 2040, it is targeted to eradicate extreme poverty and turn the 
Philippines into a high-income country with a GNI of at 
least USD 11,000 (Department of Finance, n.d.).

Finance Secretary Carlos Dominguez (n.d.) believes that without the 
CTRP, the “tax system will deprive the poor of the necessary social 
services and infrastructure than can lift them out of poverty and 
make them more productive contributors to society,” given that this is 
needed to “promote investment, create jobs and reduce poverty.”

According to the Department of Finance (2018a), the 
CTRP, as a whole, intends to serve as:

A package of tax measures that seek to correct a number of 
deficiencies in the tax system to make it simpler, fairer, and more 
efficient; a package of mitigating measures that are designed 
to redistribute some of the gains to the poor; and a package of 
investments in infrastructure and social services to achieve our 
vision for the Philippines. It aims to redistribute the tax burden 
to become more equitable and progressive. 

The first package, Republic Act No. 10963, otherwise known as the 

Tax Reform for Acceleration and Inclusion (TRAIN) Law, was passed in 
December 2017 and implemented in January 2018. According to the 
Department of Finance (n.d.), it “addresses several weaknesses of the 
current tax system by lowering and simplifying personal income taxes, 
simplifying estate and donor’s taxes, expanding the value-added tax 
(VAT) base, adjusting oil and automobile excise taxes, and 
introducing excise tax on sugar-sweetened beverages. 

The proposed CITIRA Law is the second package in the CTRP. It is 
primarily intended to lower the corporate income tax (CIT) rate from 
30% to 20% over a ten-year period for a large majority of businesses 
and modernize fiscal incentives. According to the Department 
of Finance (n.d.), this will correct some of the most glaring 
inequities and inefficiencies in our corporate tax system.

The third package of the CTRP deals with property valuation and 
taxes with the intent of “broadening the tax base used for property and 
property-related taxes of the national and local governments, thereby 
increasing government revenues without increasing the existing tax 
rates or devising new tax impositions” (Department of Finance, n.d.).

Finally, the fourth package of the CTRP has to do with capital 
income and financial taxes, reviewing the taxes “imposed on 
financial intermediaries and the products they offer: on savings 
and investments; and debt and equity instruments” (Department of 
Finance, n.d.).

Why the proposed CITIRA Law seems to make sense

The government aims to attract greater foreign direct investment 
(FDI) and stimulate job growth through the CITIRA Law. In particular, 
according to the Department of Finance (2018b), the proposed 
law has four main objectives, as follows: 

(1) Lower corporate income taxes for all;
(2) Simplify tax rules;
(3) Fair and accountable tax incentives system; and
(4) Provide incentives to attract industries consistent with   
 development priorities.

In the ASEAN region, the Philippines has the highest CIT rate at 30% 
with Singapore having the lowest at 17%. The CIT rate of most of the 
other countries hover in the 20% to 25%. Table 1 shows the CIT rates 
of ASEAN countries.

Table 1: CIT rates of ASEAN countries

Source: PwC Worldwide Tax Summaries, 2017 (as cited in the NTRC Tax 
Research Journal, volume XXX.I, 2018)
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Country Year 
CIT revenues  
(% of GDP) 

Revenue Productivity  
(%) 

 
Vietnam 

 
2016 

 
7.1 

 
35.6 

Malaysia 2016 6.0 25.2 

Thailand 2016 4.0 20.1 

Singapore 2016 3.3 19.5 

China 2015 3.9 15.8 

Philippines 2016 3.7 12.3 

Indonesia 2016 2.5 10.0 

Country 
Number of Tax Payments (per Year) 

2017 
(DB 2019) 

2016 
(DB 2018) 

2015 
(DB 2017) 

2014 
(DB 2016) 

2013 
(DB 2015) 

Brunei 5 15 16 19 28 
Singapore 5 5 5 6 6 
Malaysia 8 8 9 13 13 
Vietnam 10 14 31 43 45 
Philippines 14 20 28 36 36 
Thailand 21 21 21 21 21 
Myanmar 31 31 31 31 31 
Lao PDR 35 35 35 35 35 
Cambodia 40 40 40 40 40 
Indonesia 43 43 43 54 65 

!

Country 
Number of Hours (per year) Required in Paying Taxes 

2017 
(DB 2019) 

2016 
(DB 2018) 

2015 
(DB 2017) 

2014 
(DB 2016) 

2013 
(DB 2015) 

Brunei 53 64 67 89 93 
Singapore 64 64 66.5 83.5 83.5 
Cambodia 173 173 173 173 173 
Philippines 181 182 185.6 191 193 
Malaysia 188 188 164 118 133 
Indonesia 208 208 221 234 254 
Thailand 229 262 262 264 264 
Myanmar 282 282 282 274 241 
Lao PDR 362 362 362 362 362 
Vietnam 498 498 540 770 872 

Country 
Ease of Paying Taxes Rankings 

2017 (DB 2019) 2016 (DB 2018) 
Singapore 8 7 
Thailand 59 67 
Malaysia 72 73 
Brunei 84 104 
Philippines 94 105 
Indonesia 112 114 
Myanmar 126 125 
Vietnam 131 86 
Cambodia 137 136 
Lao PDR 155 156 

Country 

Ease of Paying Taxes Scores 

2017 
(DB 2019) 

2016 
(DB 2018) 

2015 
(DB 2017) 

2014 
(DB 2016) 

2013 
(DB 2015)* 

Singapore 91.58 91.58 91.48 90.41 96.56 

Thailand 77.72 76.73 68.69 69.59 78.92 

Malaysia 76.06 76.07 73.39 73.50 83.87 

Brunei 74.03 69.41 68.91 66.79 83.84 

Philippines 71.80 69.27 65.80 62.25 66.46 

Indonesia 68.03 68.04 67.32 62.54 53.65 

Myanmar 63.94 63.94 63.68 63.58 70.87 
Vietnam 62.87 61.12 57.99 46.95 36.36 

Cambodia 61.28 61.28 61.28 61.28 73.06 

Lao PDR 54.22 54.18 54.18 54.22 66.10 

Table 2 . Comparative CIT revenues and revenue productivity

Source: Department of Finance (2018b)

Table 3 . Comparative scores on ease of paying taxes 

Source: The World Bank (n.d.)

Table 4 . Rankings on ease of paying taxes

Source: The World Bank (n.d.)

Table 5 . Comparative number of hours (per year) required in paying taxes

Source: PwC (n.d.)

Table 6 . Comparative number of hours (per year) required in paying taxes

Source: PwC (n.d.)
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Country 
Maximum Years of Income Tax 

Holidays 

Philippines 4 + 8 extension + GIE forever 

Brunei Darussalam 20 

Indonesia 20 

Lao PDR 20 

Singapore 15 

Thailand 13 

Malaysia 5 + 5 extension 

Cambodia 9 

Myanmar 5 to 7 

Vietnam 2 to 4 

Country Amount 
(in Billion US Dollar) 

Singapore 61.6 

Malaysia 13.5 

Vietnam 12.6 

Philippines 8.0 

Indonesia 4.1 

Myanmar 3.3 

Thailand 3.1 

Cambodia 2.3 

Lao PDR 1.0 

However, despite that relatively high rate, efficiency remains to be low 
(Department of Finance, 2018b), as seen on Table 2.

This could be due to administrative obstacles that may have gone 
unnoticed in the tax collection system. The World Bank, along with 
PricewaterhouseCoopers (PwC), jointly publishes the Paying Taxes 
report yearly, which is based on one of the indicators (of the same 
name) included in the World Bank’s Ease of Doing Business (DB). 

This Paying Taxes indicator measures 190 countries in terms of ease in 
complying and paying taxes (Tables 3 and 4), including the length 
of time (Table 5) it takes a medium-sized enterprise to comply with 
tax regulations–specifically, to prepare, file, and pay taxes–as well 
as the number of tax payments (Table 6) required 
(World Bank, n.d.; PwC, 2019).

Having high CIT rates entails less net income to be “taken home” by 
enterprises. This is disadvantageous to typical entrepreneurs, and 
this also prevents the creation of jobs and a bigger pool of workers, 
therefore slowing down the economy (Jaimovich & Rebelo, 2018). 
Thus, lowering the CIT rate, generally, encourages more people to 
establish their own businesses, thereby generating more jobs.

To attract investors, the government has to counter the disadvantage 
of a high CIT rate. One way the Philippine government has tried to 
achieve this is through generous tax incentives to various industries. 
There are currently 14 investment promotion agencies (IPAs)–the 
biggest of which are the Board of Investments (BOI) and the Philippine 
Economic Zone Authority (PEZA)–that are sanctioned in granting tax 
incentives. On top of that, there are 136 investment laws and 200 non-
investment laws, 
as well as 546 ecozones and freeports that should serve to 
attract more investors (Department of Finance, 2018b).

The main features of the country’s current fiscal incentives system are 
the income tax holiday (ITH) and the 5% gross income earned (GIE) 
tax and customs duty exemption which is given indefinitely. Other 
incentives include tax investment allowances, higher deductions for 
research and development, training and labor, and export subsidies 
(Rivas, 2018c). Table 7 presents a comparison of the length of income 
tax holidays in the region. 
It is also important to note that the 5% tax on GIE is in lieu of all taxes 
and may be enjoyed indefinitely by the firms (Department of Finance, 
2018b; Tubayan, 2018). 

The current system is seen as unfair, complex and too generous. Firms 

without incentives—such as the roughly 90,000 small and medium 
enterprises (SMEs) in the country—have no choice but to pay the high 
30% rate on net taxable income, while firms that were granted with 
incentives pay between 6% and 13%. Finance Undersecretary Chua 
added that despite failing to generate more jobs or make significant 
contributions to the Philippine economy, some firms even continue to 
enjoy such perks (Department of Finance, 2018e). It has also failed to 
attract further investors. FDIs in the Philippines have been increasing 
over the years, yet its growth remains insignificant compared to 
those of our Asian neighbors (De Vera, 2019; Department of Finance, 
2018b), as seen in Table 8.

Table 7 . Comparative length of income tax holidays

Source: Department of Finance (2018c)

Table 8 . Net FDI inflows, 2016

Source: Department of Finance (2018c)
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Chua (2018) said that while tax incentives serve as a social investment, 
some of the incentives provided are completely unnecessary, considering 
the intrinsic appeal of the country’s market size, natural and human capital, 
and competitiveness. He further emphasized that among the registered 
enterprises, only around half really deserved the incentives given to 
them, while the rest do not, as they could be profitable anyway, even 
in the absence of such incentives. Chua stressed that the 
government “cannot afford to give incentives left and right.”

Dominguez (DOF, 2018f) also argued:

The current incentives regime protects the interests of a few select 
highly profitable and large enterprises to preserve the special 
treatment they have been enjoying for decades without limits. The 
current system of granting incentives breeds unfairness and lack of 
accountability (Department of Finance, 2018f).

Dominguez assured that the second tranche of the program would not only 
aid in eradicating corruption and cronyism, but also “spare Filipino taxpayers 
from subsidizing the profits earned by a select group of corporations 
enjoying redundant incentives in a convoluted system.” He added that the 
government’s dependence on having excessive incentives merely generated 
“hardly spectacular” outcomes (Department of Finance, 2018g). 

Chua clarified that the proposed measure is “pro-investment, pro-jobs, and 
pro-incentives” based on a long-term perspective (Department of Finance, 
2018e). The CITIRA bill proposes to gradually reduce the CIT rate from 30% 
to 20% in the span of 10 years to make the Philippines more competitive 
with its ASEAN neighbors. Moreover, the bill also strives to recast the 
current fiscal incentive package and create incentives that are 
performance-based, targeted, time bound, and transparent.

The proposed fiscal incentives menu includes the following:
Image Credit: filipinotimes.net/news/2017/03/05/japan-1-investor-at-ph-economic-zones
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• 10 percent deduction for depreciation for qualified capital 
expenditure for buildings;
• 20 percent deduction for depreciation for qualified capital 
expenditure for machinery;
• Up to 100 percent deduction on research and development 
expenses;
• Up to 100 percent deduction for labor training;
• Up to 100 percent deduction on country-wide infrastructure 
development;
• Up to 50 percent deduction for reinvesting profits in the 
manufacturing industry;
• Up to 50 percent for domestic input expense;
• Up to 150 percent for direct labor expenses;
• Exemptions from customs duty for the import of raw materials 
and equipment; and
• Enhanced net operating loss carry-over (NOLCO) (5-year 
carry-over)

Chua (2018) believes that firms that are to be granted with incentives 
should be bound by a contract, with conditions on job creation, export 
targets, etc. Moreover, only the sectors that can meet the criteria 
established by the Strategic Investment Priority Plan must be provided 
with competitive incentives. He added that projects should be granted 
with incentives good for 5 to 7 years only, with the condition that they 
may reapply on if they innovate. Finally, the names of the firms granted 
with incentives must be disclosed to the public, along with the 
amount of their incentives and their contributions to society. 

Meanwhile, income tax holidays would stretch for up to 3 years, 
with an extension of 1 year provided that the investment is in (1) 
agribusiness, (2) in less developed areas, or (3) outside Metro Manila 
and adjacent urban areas (Department of Finance, 2018b).

With this new tax reform package, Dominguez hopes that it would 

The potential unintended consequences

Some businesses and groups are concerned with the possible impact 
of the CITIRA Law on employment. Initially, PEZA persistently warned 
lawmakers about the possibility of widespread job losses if investors 
pull out of the country as response to the passage of the TRABAHO/
CITIRA bill. PEZA Director General Charito Plaza claimed that at least 
50% of the existing workforce located in economic zones are at high 
risk of losing their jobs with the passage of the bill (Campos, 2018).
 
Specifically, Plaza worried that “almost all jobs will be impacted,” 
especially those in the Information Technology-Business Process 
Outsourcing (IT-BPO) and manufacturing sectors, in which more 
than 700,000 full-time workers might be retrenched. These particular 
sectors have the convenience of merely moving out and transferring to 
other branches or offices located outside the Philippines. This would 
mean, then, that the firms left behind are the “ecozone developers 
who will also lose their industry, their clients and locators; the logistics 
hubs; brokers and the domestic suppliers; facility and utility 
enterprises serving the exporters including our farmers’ local 
suppliers,” according to Plaza (Campos, 2018). 

PEZA Deputy Director General Mary Harriet Abordo added that if 
not for the incentives, foreign investors would not have come to the 
Philippines, considering that they are efficiency-seeking enterprises 
to begin with (Rivas, 2018a). The Philippine Ecozones Association 
thus asserted that this new tax reform package would compromise 
FDIs in economic zones all over the country. This entails job 
losses, lower production output and exports, capital 
flight, among others (Cepeda, 2018).

In October 2019 though, PEZA made a turn-around in its position. 
According to PEZA Director General Charito Plaza said that “PEZA is 
100% supportive of the CITIRA bill’s objectives and goals and wants to 

succeed in attracting investors that concentrate on “industries of 
the future” – including robotics and big data analysis – given 
the country’s potential to transform into “Asia’s next 
powerhouse” (Department of Finance, 2019a).

Dominguez expounded:

The Duterte administration wants to level the playing field for 
SMEs under the current corporate tax system in which more 
than 300 laws enable a favored group of large enterprises 
– many of them on the list of the country’s Top 1,000 
corporations – to pay the discounted rate (Department of 
Finance, 2018f).

The Department of Finance (2019b) emphasized that the lowering 
of CIT would be beneficial to 99% of corporations in the country. 
Gradually reducing the CIT rate from 30% to 20%, businesses 
would be able to lower down their costs (Rivas, 2018d) 
and enable more rapid expansion (Tubayan, 2018). 

Dominguez sees TRABAHO law—and, by substitution, the CITIRA 
law—as a job-generating tax reform proposal expected to create 
around 1.4 million jobs, particularly in SMEs in the countryside, over 
the following 10 years. He further stated that the measure would 
enhance the competitiveness of such businesses and 
create a conducive business environment for inclusive 
growth (Department of Finance, 2018g; 2018f).

Chua further stated that with lower CIT rates, the bill is “hardly 
inflationary.” Instead, it would enable firms to get hold of an 
additional amount of disposable income, thus allowing 
them to expand (Padin, 2018).
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contribute in its enhancement and final version” (Rappler, 2019).

But, even after this, Plaza is seeking exemptions from the CITIRA Law 
for its locators, saying that “while the agency supports the goals of the 
CITIRA bill, PEZA aims to address the possible exits of foreign 
investors from the country’s ecozones towards other countries 
as this will result in massive job losses for thousands of Filipinos, 
thus affecting peace and prosperity” (Ibañez, 2019).

Interestingly, another unintended consequence of the death of 
the TRABAHO bill in the 17th Congress is to “prolong the agony” 
of the business community, according to Jo-Ann 
Diosana of the AER (Rivas, 2018d).

This sentiment was echoed by Australian Ambassador to the 
Philippines Steven Robinson who said that “the sooner Australian 
companies have clarity and they understand what they’re dealing 
with the better off everyone will be,” referring to the CITIRA legislation. 
He added that “this uncertainty, which had long been a 
concern of businesses looking to invest in the 
Philippines, has lingered” (Tadalan, 2019).

In a similar but more urgent tone, American Chamber of Commerce 
of the Philippines (AmCham) Executive Director Ebb Hinchliffe urged 
the Senate to fast-track the discussions on the CITIRA bill given 
that “prolonging the deliberations on the measure also prolong the 
uncertainties it is creating” in the country’s investment climate (Rosales, 
2019). Hinchliffe added that “every day of delay is a day of lack of 
investments” and “the longer it goes on, then it benefits 
other Southeast Asian nations instead of the Philippines.”

Hinchliffe added that “if this bill is passed as is, it will be a detriment to 
the current investment climate, as well as the future investors” given 

that firms operating in economic zones are required to give up their 
incentives. The multi-national companies have warned that they 
will be “compelled to relocate if their incentives are lifted” 
creating a specter of capital flight and job losses.

Carlos Hilario Mateo (2019), a Director at the Tax Services 
Department of Isla Lipana & Co. noted that the risk of losing 
investment to other ASEAN countries must not be taken lightly, for 
massive unemployment and economic stagflation will do nothing but 
harm our economy. Thus, he recommended that Congress should 
minimize the cost of doing business in the Philippines, retain and/or 
enhance existing incentives, and/or make the new rules be applicable 
only to new investments.

The rationalization of incentives created an atmosphere of uncertainty, 
especially on industries–mostly in the manufacturing and business 
processing sectors that have long benefitted from tax incentives 
(Canivel, 2018). As a consequence of this uncertainty, some investors 
have begun to shy away from investing in the Philippines, even 
though the TRABAHO/CITIRA bill has not been passed 
into law yet (Desiderio, 2019; Rivas, 2018a).

Rey Untal, president and CEO of the Information Technology and 
Business Process Association of the Philippines explained how 
uncertainties brought about by the TRABAHO/CITIRA bill 
have an impact on investment decisions:

While the bill has not been passed, uncertainties related to the 
rationalization of fiscal incentives continue to impact investment 
decisions to retain or locate operations in the country, thereby also 
negatively influencing the growth of hundreds of thousands of jobs... 
This year [2018], we saw its effects when we were affected by the 
wait-and-see attitude of investors and potential locators due to 

a number of geopolitical issues and uncertainty over the incentives 
rationalization, which led to our slower-than-expected 
growth for the past 18 months (Canivel, 2018).

In response to the approval of HB 8083 in the Lower House of the 
TRABAHO bill in the previous Congress, the Semiconductor and 
Electronics Industries in the Philippines Foundation Inc. (SEIPI) stated 
that with the proposed law, they would be forced to lay 
off around 140,000 workers (Angara, 2018). 

The Philippine Association of Multinational Companies Regional 
Headquarters Inc. (PAMURI) also expressed their worry that thousands 
of employees in ROHQs might end up being displaced as a result of 
the bill (Rivas, 2018a). Other groups, such as the Philippine Ecozones 
Association and the Confederation of Wearables Exporters of 
the Philippines have responded in a similar light: with the 
withdrawal of incentives, they would have no choice 
but to lay off their workers (Tubayan, 2018). 

Furthermore, numerous multinationals are considering expanding 
to other areas outside the Philippines as a result of the cloud of 
uncertainty regarding the retention of their tax incentives (Angara, 2018; 
Dooc, 2019). Based on a survey carried out by the Japanese Chamber 
of Commerce and Industry, around 62% of its members think about 
ceasing operations, moving to another country, or making cutbacks 
in production in the event that the proposed bill is put into effect. 
Otherwise, if the incentives that they enjoy are retained, 85% will prefer 
to continue their expansion in the Philippines (Mateo, 2019).

The German-Philippine Chamber of Commerce and Industry (GPCCI) 
also said that German investments might dwindle as a result of the 
postponement of the approval of the TRABAHO/CITIRA bill, thus 
making their future in the Philippines uncertain. The GPCCI added 
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that the proposed lessening of tax incentives, which is anticipated 
to affect export-oriented industries, has been “met with skepticism as the 
current incentive package is considered globally competitive” (Lim, 2019).
 
The Japanese Chamber of Commerce and Industry of Cebu Inc. 
justified the retention of tax incentives, stating that “doing business in 
the Philippines is not easy” (Canivel, 2018). Abrea (2019) expressed 
that the government should instead prioritize improving tax collections 
as well as relevant agencies, particularly the Bureau of Revenue (BIR). 
If the bureaucracy remains corrupt, then reform would be useless and 
ineffective. Abrea underscored that there is a more pressing need 
for the government to “go after tax evaders, rather than taking 
away tax incentives to get funds” (Rivas, 2018e).

Whether prolonging the agony or a breath of fresh air is the announcement 
made on the first week of December 2019 by Secretary of the Department 
of Trade and Industry (DTI) Ramon Lopez that a new version of the CITIRA bill 
would be filed by Senator Pia Cayetano. In this new version, Lopez said that he 
hopes that the bill would “integrate the positions put forward by stakeholders, 
as well as by DTI and the Department of Finance (Desiderio, 2019).

Support for CITIRA Law

Several huge businesses and civil society organizations have conveyed 
their support and anticipation for the passage of the TRABAHO/CITIRA 
bill. The Management Association of the Philippines (MAP) said that 
there is now a pressing need to simplify the current tax incentive system, 
which has long been complex with excessive overlapping laws, rules and 
regulations (Rivas, 2018c). AJ Montesa of the AER also concurred that 
the bill is a necessary measure to promote growth, considering that an 
excessive amount of our tax expenditure has been allotted for “redundant, 
ill-targeted, and opaquely administered incentives.” Hence, there must be 
a modern incentive system that is in place: one that is “better designed, Image Credit: ictsi.com
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better targeted, and transparent” (Rivas, 2018e).
 
In addition, Asian Development Bank Chief Economist Yasuyuki Sawada (2018) asserted that one common argument 
against the TRABAHO/CITIRA bill was that changing the status quo is detrimental to the stability of the country’s 
existing tax system. However, he clarified that “one cannot and should not keep a tax system fixed–especially a 
flawed one–simply for the sake of stability,” and it is now time for our tax system to be 
fixed and strengthened in order to stimulate growth and productivity.

Based on the results of the Sulong Pilipinas surveys conducted in 2018, a large number of micro, small and medium 
enterprises (MSMEs) have expressed support for the TRABAHO/CITIRA bill. Lambino reported that 91% of MSMEs 
that participated in the surveys expressed their full support for the bill, and 92% saw the bill as an important 
ingredient for the country’s growth and development (Department of Finance, 2019b).

The Department of Labor and Employment (DOLE), despite being initially reluctant and wary of the TRABAHO bill, 
eventually showed support for the passage of the bill—even presumably its CITIRA reincarnation—after conducting a 
study that showed the bill’s expected positive impacts on employment. DOLE Secretary Silvestre Bello III stated that 
contrary to what some may believe, the removal of unnecessary tax incentives under the TRABAHO bill 
would not result in widespread job losses (Department of Finance, 2018f). He elaborated that:

As a result of the significant reduction in the corporate income tax (CIT) rate that will free up more capital for firms to 
invest and, in turn, create jobs, the DOLE expects this tax reform to spur employment opportunities especially in the 
countryside...Package 2 is a positive impact on the economy that will make smaller firms more 
competitive and will allow them to expand faster (Department of Finance, 2018f).

Bello assured that the DOLE would be there to accommodate workers who transition between jobs in the event that 
the proposed measure would be passed into law. Their assistance would be in the form of various labor 
market programs like labor market information services, referral and placement services, and 
employment guidance and counseling services (Tubayan, 2018).
 
Tax expert Mon Abrea also agreed that the package is needed because the current CIT rate of 30% has long been a 
nuisance to 99% of taxpayers (Rivas, 2018e). Members of the business community share the same desire of having the 
30% CIT rate being lowered, however they are not pleased with how slow the scheduled cutback would be. 
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Conclusion

On its face value, the proposed CITIRA Law seems logical and necessary, 
considering that the current Corporate Income Tax (CIT) rate needs to be 
lowered for the country to be more competitive with its neighbors. Even the 
fiscal incentive system has remained to be favorable only to a few big and 
profitable firms, but not to the many firms that are smaller 
in scale and in need of additional perks. 

Many are cautious though. After all, the experience with the first package of the 
CTRP—the TRAIN Law—has not been so positive for many, as all the hype of 
reducing the tax burden on the people came back to bite them. The biggest 
criticism against it was that whatever financial gains people initially derived from 
the cut in income taxes had to be spewed out because of the higher prices of 
goods and services resulting from the inflationary provisions of the law.

The uncertainty that comes with the proposed CITIRA bill—and its effects, 
if passed into law—is causing the business community unrest. While the 
businesses certainly agree with the part about lowering the CIT rate, there 
is strong resistance to the withdrawal or revision of the incentives package. 
Understandably, businesses currently enjoying the incentives are seeking 
exemption from the proposed measure. Absent that, they are threatening 
to move out their investments to our competing neighbors. By itself, this 
exacerbates the uncertainty. Are these companies going to make 
good on their threats or is this a calculated bluff to the government?

Unlike in the implementation of the TRAIN Law, the government should now be 
prepared to put in place mitigation measures to serve as buffer in case existing 
foreign investors relocate elsewhere if the CITIRA bill is signed into law. 

The challenge here is for the DOF to be prepared to fill in mitigating measures 
for companies that will be affected by the revocation of incentives, since these 
enterprises have varying incentives and terms and conditions where they derive 
their incomes. The DOF cannot be theoretical in assuming that certain benefits 

will come naturally to affected enterprises following its revocation 
of certain financial perks, as it did during the implementation of the TRAIN 
Law. The DOF has to undertake exhaustive studies in order to pro-actively 
offer mitigating measures for enterprises that will be negatively 
affected. It is neither adverse for the government to consider 
counter-proposals from the business sector.

Taxes remain as the biggest source of revenues from where the government 
funds basic public services, infrastructure, and other spending. On the other 
hand, taxes collected by the government are resources separated from 
the taxpayers. It is therefore easy to see why issues that affect taxation are 
important, critical and, in most instances, emotional and controversial. 

Raising more revenues by plugging loopholes and leakages should be good 
for the government in terms of affording more and better public services. But, 
rather than disturbing the investment and incentives environment at this point, 
perhaps, as some experts suggest, the government should consider focusing 
on the effectiveness and efficiency of tax administration and collection. 
Formulating and implementing new tax policies would be deemed pointless if 
taxes are not collected properly anyway. Adding controversy to the topic is the 
judicious use by the government of funds raised from taxes. 

Notwithstanding the discussions on the pros and cons of this proposed law in 
Congress, this CITIRA bill is still essentially a work in progress. Much can still 
change in the details because this tax measure is yet to be discussed in the 
Senate. There is, therefore, some optimism that the final version 
would be beneficial to the investment climate in the Philippines. 

However, at this point, what is also important is the policy certainty that 
Congress and the President can bring. For as long as there is no clear 
policy direction, investors will take a wait-and-see attitude that
 endangers possible investments into the country.
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