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De-farm: howséholds have & capacity to sawve?: 1T zoy,
inswhat - Fopma do ' they hold such Savings?. At what stage ol develiDmeant
and at what income level can savings be generated? Will increasing
roeturns on financial assets increase the overall level of savings?
These are the gquestiops that perennially baffle the
polimmakers . the researchers, and the pregran administrators.. The

imsue is beclouded by the lack of understanding of the comcepr of

Lr .:ri.. ETRTT | S TRE
gavings and the paucity, ‘Eomevimes inconsistency, of empirical evidence
on gavings. The role of the peturn on financial assets in increasing
the lével of savings is also a gray area because of the different
schoole of theught onthe dofluence of interest Tate on the flow of
savings. me one hand, it is ¢laimed that the interest rate Is-the Key
instrument for mobilizing savings. The other side of the picture states
that savings is interest Inelastic, that it is a residual wvariahle
responding more to real stimuli such as income than to the financial

Tate . of Peturn.

*F:xa:utive Director, Technical Board forr Agricultural Credit.

This paper will constitute part of & fortheoming book on
agricultural credit which the author worked on as Visiting Senitor Fellow
of tha Philippine Center for Loonomic Development (PCED) during tThe
pariod March-June 1981. The views expressed here represent the opinions
of the author and sheuld not be interpreted as views of the Technical
Board for Agricultural Credit. The author would like to thank Dr. Jose
Encarnacion and the PCED for affording her the apportunity to vreflect
and putdown her thoughts en agricultural credit.
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savings. ‘The former i= the cucess of income over expenditiras or the
change in net worth for the household., Het worth consists of physical
and fisancial assets pet of liabilities. Tinancial savings is surplos
in -cash, bank depssits, {nsurance premium, ete. Very often, thess

terms are used interchangeably oreating oonfusion in ascertaining the

factors Influending the saving process,

Fural Saving Capacity

The estimates of zaving in the Philippines have 1o the past
baen largely macroe [n nature. Hooley and Moreno, using the change in
net worth for households, corporations and government, found a positive
household saving rate which increased from 12 per cent in 1958 to 17 per
cent in 1962 with households accounting for over twe thirds of gross
naticnal saving ,l’r & subseguent study of Superticicsc estimated shara
of households for 1974%-76 to have declined to between 45 and 51 per cent.—
If we look at the maticnal income accoumts, the ratio of
pergonal savings to perscnal income has fluctuated in the rangs of
& per cent to 12 per cent over the period 1961-1980 (Table 1}. Thade

is o way of ascevtaining whether the rural savings has followed the
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= Richard W. Hooley and Honorata A. Mopreno, "4 Study of
Financial Flows in the Philippines”, UF IEDR Discussion Paper No. 74-16
{Revized as of June, 1976). p.53
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=~ Manuel A. Superticioso, "Highlights of the Flow of Funds in
the Philippines, 1974-1%76," Papers and Proceedings of the First National
Convention on Statistics (PICD, 4-5 December 1378}, 1979, pp. 5740
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mamice accounto.-i e cusehslds are papdodical 1y gathered in Th
amlly Income and Expefiditures Survey (FIES) of the Hational Census
and Stavistics Office (HCSG0). Contrary to the findings on agoregate
IVAings oy revedl negative savings or an excess of congumption
xpendituras ovap current income (Table 2). From 1961, total dissavings
the rural ssctor eonsintently climbed: Fron- P376. 2 -miliion-to
Fi gl 8 million in 1971 and PS5, 473.5 million in 1975. The Gverage
penoity to disasw, or the proportion of dissavings to income, was
per ceni For the period 18961-Th. ‘There dppears tobe low. iF not
negativa, savin imRnE rural hédsenolds based onthe FIES although the
% wata are Imaught with shortoomings foclueding diffiowity of regall,
mderestinsgtion of Iinctme and valust iom of ipcome in kind.

A closer investigation of the rural savings behavior was
onducted in 1973 by the Technical Board fop Agricultural Creditc [THAC)
ind the University of the Philippines Businsss Research. Fommdation
JPBEF } =" [Estimated as change in net worth, positive mavings was shown
o the average for the nat ionwide sample of 581 rice farmhouseholds
LTabia 2}. The average propensity to save was estimated at 9.1 per cent
sorall houseboids, varviop from a3 negative 476 per cent For the: lowest
inoome group savning Below PS5O0 a year to a pogitive 231 per cent in the
aze of the PIO,000-F1%. 000 income - clags.

The dissavers, around 230 farshouseholds, comprised 40 per

cant of the total sample. The deficit was firanced by a reduction in

— THAL-UFBEY, "“ripancing Integrated Development in the Rural
Community: Foous on the Masagana 997 . 1379,



asset holdings, Lorrowing, or both (Table 4). Drawdowns on past savings
mainly in the form of pslay and food crop inventeries and cash holdings
were alsa pezerted to in order to sustain copsumption levels. A point
of interest in Table ¥ is the presence of a group of farmhouseholds who
increasae their asset pocl through credit while corsuming in excess of
their incomes.

Another study by TBAC and UPBEF in 1981 based on the data ESne—
rated feem the farm record keeping project of the Bureau of Agricultural
Econamics pevealed average rural savings ranging from FI00B to P1662 in
the peried 1976-1978 {see Table below). Rural savings was defined as
chinges in net worth and altermatively estimated with and- without

inventories .

AVERAGE RURAL SAVINGS AND SAVING PROPENSITIES

1376 1977 14978
1. Average Rural Savings Floiy Flae2 Fiyaz
{including inventories)
Average Propensity to Save 13.3% 20.1% 17.0%
T. Average Rural Savings Fio08 Filit F1OEG
{excluding inventories)
Average Propensity to Save 13.2% 14 . 8% 12.3%

Source: TBAC-UPBEER, "Research on Fural Financial Markets in the
Philippines” (preliminary draft) based on Bureau of Agri-
cultural Eoconomics Farm Record Keeping Project, 1931.



The difsaving groun comprised sbout 24 per cent of the
total households in 1576 and 25 per cent din 1977, but this c:imbed

to 37 per cent in 1978 (Table 5).

Forms of Savings

A majority of farmers do save. If we disregard the
dissaving group, 50 per cent of the 1579 TBAC-UPBET sample ape positive
savers with APS of 10.4 per cent. What would be the asset composition
of these zavings? Table & decompozes toral savings inte changes in
assels and liabilities. Savings increase with an increase in assets
and decrease with an increase in liabilities or debt. Gross asset
acquisition amounted to P30Y% per household but liabilities incressed
also by P298 leaving an actual gavings of P511. A major portion of
the assets accumulation, around BO per cent, went to capital formation
or expansion in the productive capacity of the farm households. Live-
stock and poultry accounted for the largest percentage of the asset
increase, 29 per centi;followed by machinery and implements, 20 per cantg
and buildings and structures, 17 per cent.

Clearly, physical assets dominate the asset portfolio
of the rural households. There was a generdl drawdown on financial
4sFels, on the average and for most of the income groups (Table 7).
Financial assets, such as cash, bank deposits, insurance premiums, eto.,
camprised only 3.6 per cent of the average houzehold's assets. OF the
tortal financial assets, rural households held approximately 40 per cent
in cash and around 26 per cent in bank deposit=z, and 12 per cent in life

insurance premiums (Table 8). In terms of the proportion of households



peporting pogit fve Soldings of Financial assers, arcund 65 per cent
had cazh while 27 per cent reported having bank deposits. Although
thizs was a aignificant portion of total hounseholds, on the whole, cash
and bank deposits declined for the year and there was a 1.d per-cent

Average propensity to dizsave in the form of fimancial assets.

Determinantz of Savings Bahavior

The farm household iz faced with-a petwork of interlocking
decisions. Unlike in the urban or industrizl =ector where the house-
hold is neatly distinguished from the firm, the farm or the producing
unit - iz integrated with the consuming household. The farmhouseholds
participate in the labor force, conSume, Save, i:.':_'l._rg_f_-'_.t and {q_-g.}_:_?_ E:ﬁ:_t-:éﬂ

e

on technelegy, all at the same Time.
The anatomy of the saving decision is quite complex
considering the myriad of forces influencing it amd its interaction
with other farshousehold decisions. The lewel and form of sawings,
to our belief, are the results of a two-step sequential decizion process.
FPirstly, the household decides on his consumption level leaving a residual
called savings. Then, if there is positive savings, a choice iz made
among alternative forms of assets, whether physical or financial , looking
at relative yields, liquidity and risk profiles, maturity pattérns, eic.
Great mounds of literature have been written on the consumption
Function since Keynes hypothesized that current consumption is primarily

determined by current income. Other theories advanced include the

permanent income hypothesis of Milton Friedman, the life c¢ycle hypothesis



of Modigliaui, Arde and Prumberg, the relative income hypothesiz, etc.
We will not deal sith an exeosition of the theoretical frameowork of
these models whith properly belong to a textbook, rather we will leok
't The mmpirical studies yielding insights into consumption behavior
and ‘corollasily, the level of savings.

I the 1573 TEAC-UFBEY =ztudy, income was. found to be the
major determinint of consmmption. Using the couventional Keynesian
model, the best regression estimate yielded a marginal propensity
to consume of .87 suggesting a marginal savings propensity of 13 per
ednt. In the subseguent TBAC-UPBEF research omn rural financial markets
using the data series from the Bureau of Agricultural Ecopomics (BAEcon)
farm record keeting project, Aragon estimated 4 marginal propensity to
save in the ranpz of 0.24 to .30 which he said "seems fairly reasonable
but a litrtle overestimated perhaps". Tncreases in income should result
to proportionately higher volume of savings and efforts designed to
accelerate the level of savings shouid be geared towsards raising incomes.

Other variables which were found by the TBAC-UPERFT study to

exert significant influence on consumption were net ligquidity, dependency
= o P R R
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ratio, and rate of return on investment. Het liquid sanerer ishe

poeitively and significantly correlated with consumption implying that
1iquidity increases consumption or decreases savings but the presence

of debt obligations tempers the effects. The greater the number of

[ T . h

¥ Liguid assets less outstanding debts, but the latter
ancluding only current liabilities to the Land Bank for Certificare of
Land Transfer holders.



mouths to feed, the higher the consumption levels. With respect to the
effects of the vate of seturn on capital which represent the opportunity
cost of current consumption in terms of income foregone from invest-
ments, the 2ign of the regression coefficient was negative. Thiz means
that hov=sholder will decrease consumption with higher rates of return,
positively affecting savings but this effect tends to diminish with
further increases in the rare of retuwrn. The Income effect of higher
‘rates of return will offset the substitution of future consumption for
present consumption.

The abowve findiog on the relaticonship between rate of
return or profitability and consumption/saving=s does mot mean that
Taisiny -interest rates will dincrease savings. Other studies fipd a
weak link hetween savings and interest rates. H’illia]]'lsﬂ_l:l.__ (1968},
comparing saving behavior in Asian countries, found that higher interest
Tates are associated with lower real zaving .ifl In regressing Saving on
interest rates, income and other wariables, Rene Encarnacion {1979) saw
that the interest rate coefficient was generally insignificant while the

income variables was consistent and highly s:i.g',ni‘!.":[-::r;u:t’l:.-‘E-’-'IF

Another study
Yir Hajiai{laTEj, using 4 three-gquation model consisting of a saving,
interest rate and a capital-labor ratic function, yielded a negative and

3 - ; 7
significant correlaticn between saving and the nominal rate of intereszt.—

i Jeffrey Williamson, "Income Growth and Savings," University

of the Philippines, (Quezon City, 1968.

5/ pene Pnearnacion, "Will High Interest Rate Lead to Increased
Real Saving? A Comment on the Interest Rate Reform in South Korea,"
University of the Philippines, Cuexon City, 1979.

7 o Lo ; ; : s :

L ¥Winifreda V. Hejia, "Some Effects of Financial Policles inm
Industrial Promotion,” Master's Thesis, University of the Philippines,
Quezon City, 1979.
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When the real rate of interast was plugged in, the coefficient was
negarive and insignificant. Meanwhile, the income variable coefficient
was always positively and highly significant. Although these empirical
evidences pertain to ageregate savings, the TBAC-UFERF findings on rural
gaving behavior are consistent with these studies.

The 1981 TBAC-UPBRF study on riral savings behavior tested
the permanent income hypothesiz of Milton Friedman and found mixed
resultz. Defiping permanent income &z the dverage of three years Income
and savings inciupsive of chapges in inventories, a larger proportion of
trangitory income, around two thirds, was saved, while only about 37 per
cent of permanent income was saved In the year 1977. -However, if changes
in pnventories wers deducted from savings, the zavings propensity, around
28 per cent, out of transitory income was not any different from
Permanent - income.

When income was disaggregated into agricultural and non-agrdi-
cultural income, the MHPE out of asgricultural income ranged from 0.301 To
0.423 which were significantly higher than the MPS out of non=agricultural
income ranging between 0.109 and 0.129. The explanations offered were
the practice of setting aside a certain portion of the current year's
agricnltural output for future use as seads, feeds or home consumptiom
plus the fact that most non-agricultural incomes were in the form of cash
readily available for spending. Tests were alzo copducted on the
explanatory power of other variablas such as the dependency ratio,
educational ipdices, interest rates apd vates of return but the resulis

indicated either a wrong sigr or statistically insignificant coefficients.
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Factors Influepcing Form of Savings

The distribution of savipgs among alternative forms of
asgets, physical or financial, will depend on the ralative rates
of preturn on the different types of investment, the liguidity and
risk preference of farmhousehclds, the time preferences of the house-
holds, and other factors. Restructuring savings from physical assers
to financial forms is considered desireble because it improves the
allocation of investible resouwces. Savings may be drawn from an
inefficient farmer to a more efficient farmer who has better invest-
mant opportunities, or from the large yield agricultural sector 1o
the more productive industry sector. However, financial zavings i=
just one form of assets and may not produce the highest yate of return
especially within the context of a developing country where the capital
markets are fragmented, and the household saving ard investment decisions
are highly interdependent. A high saviong rate may therefore be consistent
with & low level of saving depozits since the two variables are subject

te twe entirely distinct sets of influences and decision processes.

Threshold Level of Income for Savings to Ocour

in important issue that keeps coming up in development
fora iz the existepce of a particular stage of development in a country
or & threshold level of income for a household beyond which savings
can be generatad. We can see, from the preceding sections, the pitfalls
of looking at simple averages - e.g. concluding from the FIIS surveys

that there is no savings potential in the rural areas. A significant



proporticon of the raral houliaholds do sawe,: around J0 per cent
sccording to 1971 TIES and B0 per cent ageording to the 1979 TRAL-
UVPERY study (Table 7). Hewever, the savings propensity of Filipino
riral homeholds iz still low, compared to developing countries
similarly placed In the income ladder, #4nd relative to. the regquirement
for our growth targess.

Diggavings ocour for farm families with incomes: helow
P1.500 (TBAC-UFBEF, 1975). On the other hand, the FIES shows breakeven
incomes of PEIT in 1857, vrising to 1718 and P2,710 for 1961 aad 1965
raspectively, and finalily, P5499 in 1971. In the Iater TBAC-UPBRF
study on rural financial mavkets, positive mean savipgs in 1976 ocowmrred
at the F2000-3000 income group. In 1977, the posirive savers started at
the PI0OO0D-4000 bracket apd-in 1978, at the PS000 to FIS00 income clags.
The threshold level of income iz on the uptrend reflecting inflation, the
expansion of basic consumption needs due to demonstration effects of new

goods and better qual ity of products, as well as other sociolsgical and

attitudimal factors.

EGHEIUdiQE Remarks

From the evidence gathered above, savings potential exists
in the rural areas. The asset structure is heavily biased towards
ph}mﬂlh_jfﬂ_hf_i_‘th financial azzets constituting lezs thao 3 per cent
of total assets. This is typical of a developing country where there
iz a large self-financed household sector and where the decisions to

consume , save, invest, and supply labor merga with one another. Income




was fﬂm-'llf to be the primary detarminant of savings while: interest

rate or the financial rate of return appeared to be weakly connected
with the saving decision. The Income lavel at which savings can be
generated was P17 in 1957, and P5000-7500. in 1978. The average honse-
hold income in the country would have to be increased to thiz level in

order that po=itive savings may occur.



Tabie 1

FERGONAT THCOME AND SAVINGS

Personal Income Perzonal Savinpgs Ave. Propenzity
(In P Million at Current Prices) ro Save (%)

1861 13,053 1,284 9.8
1962 14 580 1,091 7.5
163 16,614 2,133 12.8
1954 17 ;988 2,266 12.6
1965 19,860 2,791 1480
1966 21,545 2,787 13.0
1967 24,090 2 S 10.1
1968 76,393 2,068 7.9
1963 29,432 2,345 g1
1970 33,986 2,916 8.6
1971 40,616 3,602 8.9
1972 45, 727 4,545 9.%
1973 5B 6595 7,025 12.4
1974 78,505 9,619 12.3
1975 ! 88,955 10,457 11 .8
1978 104 264 13,547 13.0
1877 121,693 15,064 12.4
1978 140,929 14,544 10.6
1379 169,508 16,348 9.6
19802/ 207,772 16,411 7.9
Compounded

R (%) 15.7 14 . 4 {(1.1)

Ef Advance estimates

Source: NEDA Wational Income Accounts




Table 2

RURAL FAMILY THOOME, EXPENDITUORES AND SAVINGS DATA

BASED ON NWCSO-FIES SURVEYS

Year Income

1957 P2,601,799
1%61 32512793
1965  €,327,716
1971 12,493 418

1975 32,545,955

Total Fercentage Avarage
Total (Dis- of Households Propensity
Savings savings lper Dissaving to to Save
Expenditures (Dissavings) Household Total Households (%)

F2. 277376 P 324,423 S B e g
3,889,032 (376,239) {128.80) 76.0 (10.7)
7,723,445 (1,395,729} (387.06) T8.B (22.1)

15,405,249  (2,911,833) (656.71) 69.8 (23.3)

38,019,437  (5,473,482) n.a. O (16.81

Source: HNCS0 Surveys.



Tabla 3

SAVINGS, AVERAGE PER HOUSEMOLD BY INCOME GROUF, 1377

Average
AVErage Savings Propensity
Percantage Average Per Household To Save
stribution Savings {Excluding Average (Excluding
Trsetne af Per Consumer Fropens ity COnS e
Eroun Households Hougehold Durables ) To Save Durables
Below P500 a.8 (F1279) {"?1255} (476%) (490%)
P 501-1000 2.4 {306 {334) (39) (L3
1001-1500 3.0 {131) {155) {10) (12}
150 =2000 H3.6 2 207 14 14
20012500 B.9 239 206 11 ke
250T=3000 fis Tid =11 b L
J001-3500 5.0 7 150 5 4
A501-4%000 3.8 311 184 2] o
HO0T =4 500 F.8 204 370 13 9
H501-5000 2.9 295 b & ]
S001-10000 20.8 653 L7 9
A0000-1 5000 BT 2442 2171 21 18
1500120000 2.3 1156 1007 7 f
20001 and over L.1 5211 4707 ;G 14
fill Households 100.0 511 394 9.1 T

curcee: Hational Census & Statistics Office Survays.



Table &

LEVEL OF AND MEa¥S OF FINANCING DISEAVINGS

HMean Value Mean Valoe

Maang of of Aszet of Boroowings
Financing Humbér of Acquisition Acguived Total
Dissaving Households { Reduct ion} (Repaid) ssavings
Aszet Disposition 70 30% (P1,290) (P132) P1,158
Borrowing 20 35% 581 F 1,525 Fi,084
Both Asset Dis-
position and
Borrowing 80  35% (P Sug) BG7 P1.814

Total 230 100% . (P 55&) P 792 F1,346

Source: THAC-UPBRF, "Financing Integrated Development in the Fural
Comminity: FPoous on the Masapama 552." 19749,




Table 5

ISTRIBUTION OF RURAL SAVINGS, BY IHCOME GROUP

1876=1978
1976 1977 1978
Mo, of Bo. of Fo: of
Income Croup Households % Households 5 Households %

Hegative 30 4.2 a1 25.2 L5 35 .4
1=-1000 23 20.1 25 20.3 28 L
10012000 i 1%.2 17 13.48 20 164
2001-3000 17 14,3 17 13.8 LS B.b
SO0 -4%000 12 12 £ | 1.6 4 X3
BOO0-5000 & 4.8 ) LT 3 i
above 5000 _th . g3 S 1.5
123 100.0 123 100.40 122 103.0

Source: TBAC-UPBRF, "Research on Bural Financial Markets in the Philippines™

(preliminary draft} based on Bureau of Agricultural Economics Farm
Record Eeeping Froject, 1921,




Tabkle &

FORMS OF SAVINGS, SVERAGE
FOR ALL, HOUSEHOLDG

Increase Per (ent
{Dacrease) Distribut icn
1. Lland Acguisition = 117
2. Land Infrastructure 19 2.3
3. Machinery and Implements 153 1%.6
4, PBuildipg and Struchure 140 17.3
5. Livestock and Foultry 233 re.n
G. Imventory 119 4.7
7. Major Consumer Durable T 185
8. Financial Assets {=73) (5.0)
A, Bross Asset Acgquisitiom P 809 100.0%
B. Increase (Decrease) in
Liabilities 258 37%
C. Total Savings P 511 E3%

Source: TBAC-UPBRE, "Financing Integrated Development in the Rural
Community: Focus on the Masagana 99," 1973.



Teble 7

FIHAMCIAL: 4SSETS, BY IWCOME GROUE

Eatio of Average
Financial Propenz ity to
Gross Asset Financial Assets Assets To Save [Dissave)
Income Group  Increased{Decrease) Increase{ Decrease) Total Assets Financial Assets
Below PSOO (Pus2) {(P263) 2.6 C(102%)

P SQO-1000 fEL) {(113) 1.9 (15)
1003-1500 105 (ag) Fo5 £7.6)
1504-2000 511 13 5.2 1.0
2001 -2500 362 {22) 2.6 (1.0)
25013000 425 (1u5) 3.0 (5.3}

A 13500 580 28 g 2 R
3501-4005 501 (33 5.9 (2.5}
uo01-4500 g1d (18] 3.7 (0.3}
4501-5000 BU4E (61) 3.2 G
5001~-10000 1008 1y AT (0.3)
1000115000 27RO 186 5B 5 B
15001-20000 284 (L1530 3.4 (6.6)
20000 and over Sl 25 142 3.0 -8
All Households F o803 R 3.8 {2130

Source: TBAC-UPBRF, "Financing Integrated Development in the Rural Community:
Focus on the Masagana 99, 139749,
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