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Title: Villafuerte v. Securities and Exchange Commission, et al.

Facts:
In the early 2000s, Vicente E. Castillo and colleagues from the Bankers Association of the
Philippines (BAP) identified the absence of a local market for privately-issued securities and
initiated the establishment of the Fixed-Income Exchange (FIE). Subsequently, the PDS
Group was formed, which included Philippine Dealing & Exchange Corporation (PDEx),
Philippine  Securities  Settlement  Corporation  (PSSC),  Philippine  Depository  &  Trust
Corporation (PDTC), and Philippine Dealing System Holdings Corp. (PDSHC), to manage
different aspects of FIE operations.

Despite significant investments, the FIE faced financial difficulties, with PDEx reportedly
incurring nearly P170 million in losses by 2006. Castillo and BAP then redirected focus
towards  the  over-the-counter  (OTC)  market  for  government  securities,  traditionally
overseen by the Money Market Association of the Philippines (MART), sidelining MART in
the process.

Petitioners claimed the monopoly of the PDS Group was facilitated by various regulations
and acts of the BSP and SEC, such as:
1. BSP Circular No. 338 (2002) – Allowed banks to invest in the FIE.
2. BSP Circular No. 392 (2003) – Mandated book entry for scripless securities.
3. BSP Circular No. 428 (2004) – Set prequalification for securities custodians and registry.
4. BSP Circular No. 481 (2005) – Deferred capital requirements for quasi-banks.
5. BSP Circular No. 557 (2007) – Lifted the moratorium on quasi-banking licenses.
6.  Frameworks  allowing  PDEx  and  PDTC  exclusive  connectivity  with  the  Bureau  of
Treasury’s  Registry  of  Scripless  Securities  (ROSS)  and  BSP’s  Philippine  Payment  and
Settlement System (PhilPaSS).
7.  SEC’s  regulation  over  government  securities  and  provision  of  Self-Regulatory
Organization  (SRO)  status  to  PDEx.

Procedurally,  the case involved multiple  motions such as  temporary restraining orders
(TROs)  and  preliminary  injunctions,  filed  in  various  lower  courts,  ultimately  leading
petitioners to escalate it to the Supreme Court.

Issues:
1. Whether the BSP and SEC’s actions, alongside BAP’s involvement, facilitated an illegal
monopoly by the PDS Group in violation of anti-trust laws.
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2.  Whether  the  SEC’s  authority  extends  to  the  regulation  of  secondary  markets  for
government securities.
3.  Whether  the  mandatory  membership  requirements  for  SROs  in  SEC  Memorandum
Circular No. 14-06 favored PDEx exclusively.
4. Whether the connectivity awarded to PDEx and PDTC violated competitive neutrality and
fair trading principles.

Court’s Decision:
1. The Supreme Court dismissed the petition due to procedural infirmities, primarily the
petitioners’ lack of legal standing. The petitioners failed to demonstrate a direct personal
injury or substantial interest, nor could they convincingly claim standing as taxpayers or
concerned citizens on issues of transcendental importance.

2. The Court clarified that the SEC does have jurisdiction over the secondary markets for
government  securities  under  the  Securities  Regulation  Code,  countering  petitioners’
assertions against the alleged over-reach of the SEC.

3. Upon review, membership requirements for SROs didn’t preclude other organizations
from qualifying, and the Mart case’s licensure in 2017 as an SRO demonstrated competitive
neutrality.

Doctrine:
The ruling reaffirmed principles regarding standing, particularly emphasizing the need for a
direct,  personal,  and  substantial  interest  for  judicial  review.  Moreover,  the  decision
supported the SEC’s regulatory framework clarifying its oversight of secondary markets
involving government securities, reinforcing the legitimacy and flexibility of self-regulatory
organizations under guided state policies.

Class Notes:
– The principle of legal standing: Requires a personal and substantial interest for judicial
review.
– SEC empowerment: Oversight extends to both private and government securities in the
secondary market.
– Doctrine on self-regulation: Validates the role of SROs under state oversight for market
efficiency and investor protection, aligning with broader public policy goals.
– Sections from Securities Regulation Code: Sections 28 and 39 on the qualification and
roles of brokers, dealers, and SROs.
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– Hierarchy of  courts:  Cases must ascend from trial  courts up to the Supreme Court,
particularly when factual questions are involved.

Historical Background:
The conception of the fixed-income securities market in the Philippines took place during a
period  seeking  the  modernization  of  financial  infrastructure.  The  FIE  and  subsequent
formation of the PDS Group was part of broader economic reforms aimed at enhancing
market efficiency, transparency, and regulatory oversight, especially following the Asian
financial crisis. The legal contest over alleged monopolistic practices in this case reflects
ongoing tensions between industry innovation and anti-trust considerations in the financial
sector.


