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to be constant, and so the rice-wage could be easily updated whe:
multiplied by the current price of rice. However, the formula has
been in disuse for many years, and the Philippine govermment has no
official poverty line, though it does have special-purpose lines.
For instance, the DSW, for a time, used P100 per month as the
welfare line defining the 'needy population' wiich the agency was
obliged to serve. Another case is the Wage Commission, which has
set 'minimum earning requirements' for emplovees 'to maintain their
health and efficiency'; in 1975 these were set at P542 per month for

urban areas and P508 per month in rural areas.

In recent years, researchers have developed a fairly broad
variety of critical-minimum lines, ranging from the very stingy to
the very generous. Although all such lines are necessarily normative
this is not the same as saying that they are 'subjective' or
personalistic or based on the researchers' peculiar value-judgments.
The important consideration is that the normative assumptions behind
any particular poverty line should be consistent — with the norms
society wishes to apply to the issue at hand. There may be different

gocietal norms for different issues.

All the critical-minimum lines are heavily food-oriented.

At the very bottom is the Center for Research and Communications'

33As judged by the citizenry, or by the social and political
leaders and policy-makers who make decisions on their behalf.
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'gtapvation line', which imagines a purely rice-and-salt diet for the
total caloric requirement.au The standard practice is to define the
minimum in real terms, for a reference family size, usually 6. The
sex-age structure may also be specified. Then the real food
requirements are converted to money values on the basis of market

prices; since prices vary over time and space, so will poverty lines.

Even for a given family size, say of 6 members, caloric
requirements can vary significantly from family to family due to
differences in age and sex structure and in the occupation of the
household head. Many of the occupations open to the poor have high
physical energy requirements. Caloric needs are generally lower for
females than for males due to the body weight factor. Among the age-
groups, it is teenagers who require the most calories, followed by

adults, young children and infants in that order.

34
See Philippine Chamber of Commerce and CRC (no date).
The value of the 'starvation 1ine' is not given. Since there are
close to 3700 calories - about what a laborer needs per day - in
a kilo of rice, the implicit stapvation line would be close 1o the
current retail price of a kilo of rice, or P2.10 per day.

The CRC is also the source of the highest suggested norm,
the 'decant living income' which makes specific provision for such
middle-class needs as household help, recreation, and dental care.

' Decent income' for a family of 5 in Metro Manila in 1973 was set
at about P763 per month, or obviously far above the poverty boundary
line.




Using data from a small (N = 365) survey of Rizal province,
Valenzona (1976) has estinated the caloric requiremente for a
family of size 6 as ranging from 7,380 cal/day to 12,790 cal/day
(using the mean %2 standard deviations). Each family size has its
respective caloric requirement range. She then translated su
ranges into money values, using data from a price survey of Ri.al
provinée, and suggested that the upper end of the range would be
preferable to the lower end as a poverty line, given the family size,
since it guarantees a sufficient food budget even under unfavorable
sex-age-occupation circumstances. (Strangely, however, her required
food budget is incredibly low, due apparently to flaws in her price

-
data.)jo

In general, poverty lines generated by linear-programming (LP|
models turn out to be extremely low (Tan and Tecson, 1974; Tan and
Holazo, 1978). For instance, Tan and Holazo have recently used LP
to solve for the basket of foods which minimizes the cost of acquirir

at least the recommended daily allowance (RDA) of nutrients, as set

ssfor a family of size 6, her maximum daily food budget, at

1976 prices, is only P8.65, which she compares to the P6.85 in 1973
prices of Tan and Tecson (1974) and the P1l4.00 of the FNRI, also in
1973 prices, which Abrera (1976) used in the DAP Social Indicators
Project. The Tan and Tecson estimates are based on a linear
programming model, and are understandably low. A close look at
Valenzona's prices reveals a cereal price of only P0.87 per kg.,

at a time when the rice price was P2.00 or more, and a meat-fish-
poultry price of an incredible P3.36 per kilo (Valenzona, 1976,
Table 5, in which the prices are per 100 grams, not per gram, an
obvious typographical error).



by the Food and Nutrition Research Center (FNRC). As indicated in

Table 5.1, the cost of this basket in Metro Manila, for example, is
found to be P2,460 per year at 1975 prices, which works out to
76.74 per day, for a family of six.36 Such LP solutions characteris-
tically show peculiar diets, in particular, eschewing rice in favor
of noodles or corn, which are cheaper substitutes on a peso-per-
calorie basis. If nutritionally sound, the obvious policy implication
would be to try to change Filipino dietary habits away from rice; yet

the LP studies are silent on this.

The approach of the Social Indicators Project (SIP) of the

Development Academy of the Philippines was more straightforward. The

FNRC had already designed, not only the RDA, but also a recommended

37 o . .
simple menu, and had estimated its cost of preparation for the

36A father of L0-42, a mother of 37-40, a son of 16-19, a

daughter 13-15, a son 7-9, and a daughter 1-3 years of age.

37The menu, which presumably incorporates the sum total of
FNRC judgments regarding relative food prices, total costs of
preparing food, Filipino eating habits, etc. is as follows (Abrera,
1976, p. 238).

Breakfast: Rice/Boiled dilis/Tomato-egg salad/
Coffee with milk/Milk for the children

Lunch: Fish pinangat/Munggo guisado/Rice/Papaya

Snack: Roiled camote with margarine/Milk for the
children

Dinner: Fish sinigang with tomato, fish, sitaw,
kangkong. tamarind, talong/Rice/Glazed
camote.
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Table 5.1. Comparative Poverty Lines for a Family of Size 6

(Pesos per year)

1965 1971 1975
Metro Manila
Food
Social Indicators Project 2476 4284 7123
Linear Programming Model 636 109y 2460
Food and Other Needs
Social Indicators Project 4497 7208 11872
Linear Programming Model 1615 2634 498y
Range Outside Metro Manila
Food
Social Indicators Project 1732-1981  3000-3u428 5201-5943
Linear Programming Model 582-720 1000-1308 2059-2817
Food and Other Needs
Social Indicators Project 3148-3597 5000-5762 8868-9905 -
Linear Programming Model 1166-1631  1865-2349 3680-4337
Sources: (a) SIP. For 1965 and 1971, Mangahas (1976), pp. 265-266;

for 1975, Mangahas (1977a), p. 26n.

(b) LP Model:

Tan-Holazo, (1978), Table %a.
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refermnce family of 6 to be P14 per day in December 1973 in
Metro Manila. The SIP simply zccepted the FNRC hudget, and
adjusted for price differences across space and time, with the
best available price indexes. In Metro Manila, the SIP 'food
threshold' for 1975 became P7,123 par year (Table 5.1), or
P19.52 per day. The latest available up-date of the SIP food
threshold is:

197¢

Family size of 6 Food threshold per claj;m
Metro Manila P23.75
Urban Areas Outside Manila 20.60
Rural Areas 18.R3

Obviously, a family with a daily food budget of P19.52 (s1P)
is not as badly off as one with only P6.74, i.e., there can be
degrees of poverty. But where is the boundary between poverty and
non-poverty? Is it closer to P7 than to P20? And who is to be
the judge? The Social Indicators Project argued that, in the final
analysis, the social consensus is the arbiter of the validity of
desktop calculations. It made pionemring experiments in determining

public perceptions regarding poverty through survey taechniques. Its

pilot survey in Batangas (N=1000) in mid-1974 had the following

38"Towards Fquitable Sharing of Income in the Year 2000,"
Chapter 7 of a forthcoming PREPF publication.
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(avarage) replios:3q

Poverty border level Rural Urban
Income per month PU6S pe13
Food budget per day 10.06 12.10
Rent per month ul 68
Ciothing budget per year 356 u56
Medical care budget per year 230 296

It may be noted that the urban Batangas poverty border food budget

of 1974 is nearly double the LP budget for Manila in 1975. 1In

general, these results support the view that Filipinos conceive of
the boundary of poverty at a level substantially higher than mere
subsistence. The perceived minimum clothing, rent and medical care
budgets were in close agreement with the SIP assumption that the
food threshold should be 60% of the total threshold (survey results

were urban - 59%, rural - 65%).

The perceptions experiments also included:
(a) Self-rating as to povarty. About half of the
respondents rated themselves as poor, and one-

third rated themselwes, without prompting, as

39In perception indicators, the form of the interview
question is critical., A sample:

"Sa palagay ninyo, magkano ang gagastusin sa pagkain
ng pamilya araw-araw, na kung bababa pa rito ay
ipalalagay ninyong kayo ay mahirap?"

(How much would you spend for food daily for your
family such that, without this amount, you would
consider yourself poor?)



on the poverty border line, thus further suggesting

the relevance of at least two degrees of poverty.

(b) Self-rating as to adequacy of food and housing.

(c) Perceptions of home amenities required in order
not to consider selves as poor, i.e., self-assessment
of 'basic needs'. The survey found that about half
required piped water, an enclosed bathroom and covered
drainage; only one-fourth required an automatic f£lush
toilet; two-thirds required home electricity.

(d) Perceptions of minimum clothing needs. Results were
very tightly clustered: six sets of clothing ('tops',

y
"bottoms', underwear) and one pair of shoes. ¢

A number of international organizations have favoured the
; . : : 4l
SIP astimates in drawing their own operational poverty lines.

The case for thresholds higher than bare subsistence has been carried

OPerceptionwtype indicators, in general, are very promising
means of monitoring economic conditions at the household level on
a rapid feed-back basis, since they are quite economical in terms
of both interview time and data processing. They are only a bit
more sophisticated than opinion polls, and can produce results in
a few month's time without difficulty. In contrast, interviewing
for and processing of income information usually takes 1-2 years.
Perception variables are more difficult to standardize and to
gscale than objective-type variables. They do not seem to be any more
susceptible, compared to objective-type variables, to deliberate
deception by respondents.

ulSee for example World Bank (1978), Asian Development Bank
(1977) and Hickey and Flammang (1977). The last study recommends
the SIP procedure for USAID evaluative studies.



by the Economic and Social Ccuncil for Asia and the Pacific

(EScAP, 1976): firstly, the poorer classes are typica engaged
in heavier physical work and hence require greater calori: intake
than other classes; and secondly, one requires " re than a minimum
amount of nutrients for a cone .derable period ordar o recover

from a sustained insufficiency in diel.

rable 5.2 shows that the Philippine poverty lines done by
the Social Indicators Project and PRTET ire Co rable to the
official poverty line of Malaysia, in the neichborhood of US $240
per capita per year. World Bamnk studies have assigned the lowest
poverty line to Indonesia (less than US 390), ore that is a bit
highé}”for Thailand (about US $105), and more for k

US $145).

5.2. Poverty: Size and Trend

Table 5.3 compares recent estimates of the incidence of
poverty in the Philippines in 1965, 1971 and 1975, using both the

SIP thresholds and the LP lines of Tan and Holazo (1878).

All estimates use the FIES income-expenditure series, and

. b2 e o
show that poverty has been worsening. The poverty incidence rate

U2, . " P . X .
This was first publicized 1in DAP (1375).
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or the proportion of households who are below the th

been growing. Sinece the total number of households is constantly

growing, cdue to population erowth, the absolute number of poor

households is growing all the more. The poverty incidence

estimate is lower when the FIES esxpenditure data, rather than income

figures indicate an unrealistically

data, are used, because the

large degree or dissaviag, especially among tue lower incoisc classes,
viZ., the income figures appear to be grossly unaderstated., =ven

when the expenditure distribution is used, the size of tLe incicence
rate is large: £for 1271 about 70% of all households are Lalcw rae

Total Threshold, and about H4C% are helow the Found Tnresnclz.

-~ When the 1975 FIES summary material became availahle, in

earlv 1277, the SIP nrocedure was arain annlied by the PREPF proiject,

S

with the result that poverty seemed to have worsened drasticallv,
Using the Food Threshold alone, the table shows that Philipni

poverty would appear as having risen from 57% in 1971 to ©68% in 197
in Metro Manila in particular the growth would be from 3u% in
to 58% in 1375. This is simnly incredible. If cne were tn aryply the
Total Threshold then, obvicuslv, the computed incidence rates wou

N

have been unrealistically huge,

The problem was obviously due to the FIES data. In the

[N

rst plzce, after adjustine for inflation, the FTES data of 1271

incomes of households hq

and 1975 would assert that average real

fallen, contrary to the growth trend in the National Income Accounts.
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Secondly, the FIES average income per household in 1975 is

less than P6,000; but aggregate Personal Income (from the National

Accounts) divided by the number of households yields an averace of

over P13,000 for the same year.ua

Faced with this situation, the PREPF Project decided to
use a new baseline distribution formed by splicing together income
data from the PREPF national survey, and a PREPF Metro Manila, upper-
income-classes-oriented survey, adjusted so as to meet the required
income average of P13,100 per household. (The reference year for
these surveys was also 1975). The PREPF total poverty line, meant
to allow for all basic needs, was set at the round figure of P10,000
as an overall Philippine average. Together with the baseline

distribution, it implied a more plausible poverty incidence level of 61%.

The more recent LP estimates also show an increasing incidence
of poverty, simply because they use the FIES distributional data.
Since the method differs only in construction of the poverty line, it
is not an independent confirmation of the poverty trend; the FIES
series would display the same trend for almost any poverty line. Since
the LP subsistence-line is very low, the derived poverty incidence
rates are likewise very low, in fact, they are less than two-fifths

of the SIP incidence rates.

3See Section 4,1 above.
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A poverty line is similar to the red warning line on a
thermometer: it is noF much use being precise about the position
of the red line if there is a basic malfunction, e.g., if the mercury
has leaked out. All poverty lines need to be applied to some
reliable baseline distribution of purchasing power. Unfortunately,
the FIES surveys of the NCSO have grown less and less reliable,
and the last one in particular (1975) can no longer be used for

computations of poverty incidence.

6. Property Income, Wealth and Inheritance

There have been very few studies on the higher income
groups. In the first place, the wealthy are much more reluctant
than the poor to reveal their economic condition. Secondly, this
reticence is reinforced by public institutions. The earlier section
on distributional data called attention to the failure of household
surveys to penetrate the residential enclaves of the rich. Certain
offices, such as the tax collecting agencies, are repositories of
presumably reliable information, but, by tradition as well as of
legal necessity, have kept their records confidential and have

rarely made them available to researchers.uu

qune exception to this rule is the provision of tax records

to Samson (1967); see below.
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Sta. Romana's (1975) inquiry into property and entrepreneurial
incomes in the Philippines was an exhaustive study of available
secondary data sources. Strictly speaking, entrepreneurial income
represents returns to labour rather than to land, ecquipment and
other assets. It often accrues to such self-employed individuals as
farmers, who are ordinarily quite far from the upper income strata.
However, official statistics did not permit a separation of property
income from self-employed earnings. Iorced to lump both sources
into one, Sta. Romana concentrated on trends in the share of wages
and salaries in total income as compared to the share of non-wage

income. His findings were:

~-_ 1) Household survey data from the Bureau of Census
and Statistics indicate a roughly constant wage
share for the entire period 1956-7l.

2) Survey data from the Central Bank/Board of
Investments on firms in the modern sector show
two trends: a wage share rising during 1955 -
1960 but declining over 1960-1370,

3) The Annual Survey of Manufactures shows that in
the manufacturing sector the non-wage share of
income in value-added has steadily increased over

time.
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4) Over 1967-1870 returnson investors' equity appear to
be rising among 300 client firms of the Sycip-Gorres-
Velayo accounting company; however the opposite
trend is found for Business Day's top 1,000 firms.
(Sta. Romana felt that allegedly low returns on equity
capital may be the result of underreporting and/or
extravagant expenditures for upper management,
especially in family-owned firms where large salaries
are allocated to relatives).

5) There is a trend of rising interest rates, which is

another indication of rising returns to capital.

In another paper, Sta. Romana (1976) also shows that there
has been a long-term decline in real wages of skilled and unskilled
workers, from a peak in the mid-1950's, which is consistent with a
rising share of non-wage income. Hence, the weight of the evidence
indicates that the income share of the propertied class has been
increasing.u5 Sta. Romana concludes that the growth pattern has
been redistributing income away from labour and towards capital and
that the Philippine development pattern exhibits the desired increase

in output without the accompanying goal of greater equality.

us'I'his is in marked contrast to the long-term decline in

developed countries in the income share from assets, which now
ranges from 16 to 25% in Germany, France, U.K., the Netherlands
and the U.S., leading Tinbergen (1977) to argue that reduction in
incomes of the labor elites is the bigger social issue in such
countries.
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The first effort at measuring the overall distribution
of personal wealth in the Philippines was that of Gamboa (1977)
(see Table 6.1), who utilized data from the three PREPF surveys
(section 4.3 above), which included questions on the amount of
wealth (including durables) owned jointly by the household head
and spouse. Although a substantial portion of respondents failed
to report their net worth (i.e. assets less liabilities), Gamboa
attempted to draw conclusions about the non-respondents on the
basis of information given by those who did answer the surveys'
wealth questions. '"Wealth correlates', including education, status-
rating of the house, furnishings, residential neighborhood, and
incidence of ownership of property and durables were used to make
estimates of the wealth of non-respondents. Gamboa felt that a
significant line could be drawn at a net worth level of P20,000.
For the nation as a whole, most families (94 per cent) fall below
+his line. In contrast, families with children in elite Metro
Manila schools were discovered to have a mean annual income of

P51,000 and a mean net worth of ¥328,000.

Palanca (1977) also used the exclusive schools survey to
look into wealth and into inheritances as an important means of
intergenerational transfer of wealth. About 40 per cent of such
elite families had received some inheritance, compared to only 25
per cent among Filipino households as a whole, The average transfer

among those who received any inheritance was P137,000; but the range
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Table 6.1. Results of Three Surveys of the Distribution of Wealth,

1978.

Net Worth

Wo. of Res ents
“National Agzzscy of

Socio-Economic

Survey

Paremts of
Students in
Exclusive Metro
Manila Schools

N4

Less than $20,000
$20,000 - 25,000

P25,000 - 50,000

P80,000 and over

2,892
In
L]

168

i

808

278

668

Mail Survey of Rotarians,

Net Worth Top Taxpayers and Other
Exclusive Groups
Rl 88
Less than F100,000 248
101,000 - 200,000 103
$201,000 - 400,000 67
P401,000 ~ 600,000 -1
$601,000 - 1,000,000 %0
Over P1,000,000 T

Source: Gamboa, 1977.
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of the size of inheritances received was very wide, with the bulk
being highly concentrated among the wealthiest. Net worth and
income were highly correlated with inheritance. The relative
importance of property income rose with the absolute size of

wealth, especially inherited wealth (for the very wealthy, it often
made up 1/3 of total income). Those who had received inheritances
were socially immobile within the elite group; the self-made

wealthy were relatively rare. Furthermore, a very high correlation
existed between a husband's inheritance and that of his wife.
Assortative mating was commong the rich typically married 1o the

rich, and the poor also married among themselves.

Inheritances came almost entirely from parents, without
generation-skipping, i.e., without direct transfer from grandparents
to grandchildren. Whereas, in the past, most inherited property
was obtained after the donor's death, there appears to be a new
tendency for elite families to distribute their wealth as gifts to
their children EEEEE.XEXEEJ suggesting that the rate of turnover
of wealth may not slow down, despite increases in the life

expectancy of Filipinos.

Finally, Samson's (1967) unpublished study of stock ownership,

though somewhat dated by now, is a landmark in primary-data-based

research on the wealthy. She succeeded in obtaining the cooperation
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Teble 6.2. Distribution of Dividend Income and Acquisitiom
Value of Stockholdings, By Gross Income, from a
Sample of Individual Tax Returns, 1964

Average Average

Gross Sample Dividend Sampis Value of
Annual Income Number % Income Number % Stockholding:
Below 5,000 27 5.0 # 1,200 ! 3.2 P 21,600
¥50600-10,060 50 9.2 1,600 0 8.1 13,500

»10,000-1%,000 62 1.4 2,200 s 11.3 12,800
»15,000~-20,000 b6 8.5 2,000 8 6.5 24,100
$20,000-40,000 115 21.2 6,500 28 20.2 25,700
P%0,000-100,000 136 25.0 13,800 30 24,2 146,100
100,000-200,000 oh 11.8 20,000 18 12.1 283,000
200,000-800,000 31 5.7 75,400 12 9,7 876,000
$00,000-1,000,000 9 1.7 343,700 3 2. 1,718,400
Dver B4,000,000 3 0.6 150,000 S 2.4 2,621,000

Teotal 543 100.0 16,050 i24  100,.0 241,600

Notes: From Samson (1967), pp. 48 and 52. Only 124 of the 543
retwrns in the sample had accompanying balance sheet data on stockholdings
The inflation factor between 1964 and January 1979, using the Manila
Consumer Price Index, is 3.7.




The data-gathering procedure discovered three gross-income-

millionaires and eighteen asset-millionaires (1964 values) and

no skilled or semi-skilled workers at all. Gross income, dividend
income, stockholdings, and total assets were, of course, very
highly correlated. Among the dividend recipients, both dividend
incomes and stockholdings were highly concentrated, with the CGini
ratio at roughly .65 for the former and .75 for the latter. But
many of those with "low'" incomes or assets were young, single
females with hardly any outside income, who obviously came by their
stocks merely through gifts or inheritances. Additional details

are reproduced in Table 6.2.

7. Government Fiscal Activity

The study of government tax, expenditure and budget
incidence can be regarded as one extension of the accounting
approach, as contrasted to the deterministic approach, of under-
standing the distribution of income. The starting point is a
so-called 'pre-fiscal' income distribution, to which distributions
of taxes (losses) and of expenditures (gains) are to be applied,
resulting in a so-called 'post-fiscal' income distribution. Pre-
and post-fiscal distributions can then be compared. However, it
would be a gerious error to suppose that the pre-fiscal distribution

came to be the way it is without the assistance (or throwgh no fault)
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43
of the government. It merely happens that, as yet, there are
no studies which measure the influence of government policies,
deterministically speaking, on the pre-fiscal distribution. This

needs to be borne in mind when reviewing fiscal Incidence research.

7.1. Tax Incidence

The studies of tax incidence in the Philippines (Joint
legislative-Executive Tax Commission (JLETC), 1964; National Tax
Research Center (NTRC), 1974a; Tan, 1975) have concentrated on the
quantitative allocation of taxes to various income classes, using
judgmental assumptions of incidence shifting. Although these
assﬁhptions have not been tested, they have remained roughly fixed
over time. For instance, two-thirds of the corporate income tax
is supposed to be borne by those with incomes of P10,000 and up
(the assumed class of corporate stock holders), and one-third is
supposed to be shifted forward. Excise and business taxes are assumed
to be shifted forward, on the ground that pertinent demand curves are

inelastic, except for a small proportion falling on the business owner

qun his survey article on fiscal incidence studies in
developing countries, de Wulf (1975) emphasizes (p. 97): "The basic
assumption is thus that the existing income distribution is the same
as that which would exist under an alternative tax/expenditure system
or in the absence of a revenue or expenditure system. In the light
of the many studies of individual taxes that have amply illustrated
that no tax is really neutral and that each tax/expenditure system
affects resource allocation in various ways, this fundamental
assumption is invalid."
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who are invariably assumed to come from the top income brackets.

Since the indirect, or forward-shifted, taxes constitute about
two-thirds of tax revenue (1971), they dominate the incidence

pattern, making it regressive (effective tax rates falling as

income rises) for the lower 95% of families. (The NTRC study

suggests that tax incidence turned regressive in 1971 from being
slightly progressive in 1961; see Table 7.1). At the same time,
however, there is a clustering of assumptions of non-shifting which
imputes a portion of certain taxes onto the top few income classes

and causes the end of the effective tax rate curve to curl upwards ,
indicating progressivity (effective tax rates rising with income)

only among the uppermost 5% of families. Thus the implied tax incidence
pattern is basically regressive, since the slight curl for this 5% does

. . 5
not quite warrant the description of "U-shaped." 0

OIn his survey of 44 studies covering 22 developing
countries other than India, de Wulf (1975) finds that only in two
countries, namely the Philippines and Greece, could taxes be
characterized as regressive. More than half of the other studies
found some progressivity, and one-fifth found a rough proportionality;
the rest were inconclusive. Nevertheless, the conventional wisdom
that developing countries' tax structures are regressive is accurate
in the Philippine case. It also holds in Thailand, according to
Krongkaew (1979). In Malaysia, the tax-incidence pattern is allegedly
U-shaped, viz., as income increases, it is first regressive and later
progressive (Ishak Shari, 1979).
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Although the tax incidence studies pertain to only two
reference years (1961 and 1971), there can be little doubt that
the same pattern would be found for all other years, as long as
the same incidence-shifting assumptions are maintained, and the
tax mix, which is annually recorded, stays roughly the same. In
particulgr, no conceivable changes in the mix of consumption
expenditures, and its distribution according to income classes,
could significantly change the result. It is a bit incongruous,
therefore, that tax incidence studies should have to "wait" for the
availability of a household expenditure survey, since it is the tax
structure itself, as well as the economic environment in which it
operates, that makes for possible changes in the incidence pattern,
rather than the pattern of consumer expenditures. In other words,
the more interesting subjects for tax incidence research are the
incidence-shifting assumptions themselves, which were first set
down nearly two decades ago. For example, how did the rent control
decree of 1972 affect the incidence of the real property tax; and
what is the expected effect of the rent control amendment of 19797
How did the tax amnesties of 1973 and 1974 affect the tax incidence

patterns in those years?

7.2. Expenditure Incidence and Net Budget Incidence

As in the case of tax incidence, studies on government

expenditure incidence make extensive use of allocation formulae



8l

drawn from judgment as to how various income classes are probably
affected. Jayme (1974) used twelve categories of expenditures.Sl
For the years covered by her study, 1961, 1965 and 1971 (FIES years),

she concluded that government expenditures were redistributive:

Gini Concentration Ratio
Before govermment After govermment
expenditures expenditures
1961 . 504 L71
1965 .505 JM472
1971 .486 451

Public elementary school and welfare expenditures were by far the
most effective in redistributing income. Agriculture, health,
highway, agrarian reform expenditures also contributed to narrowing
income differentials, while labour,veterans, debt service, trade,
and tourism and natural resource expenditures worked against a

redistribution favourable to the lower income groups. It bears

51Educzﬂ:ion, agriculture, agrarian reform, health, highways,
labour, welfare, debt service, veterans, general economic developmen!
general social development, general services and administration.



stressing, however, that these conclusions only reflect the

relative sizes of the expenditure categories. The issue of

whether or not a category was actually redistribution was not

resolved empirically.

The National Tax Research Center (1974b), on the other hand,

used five alternative sets of assumptions in its study of the

incidence of government expenditures:

(a)

(b)

(c)

-
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All government expenditures were treated as shared

\equally by all families.

Half of all expenditures were distributed on an
equal per capita basis and the other half is
proportion to income.

Government expenditures were first classified
into personal services, rents, interests, loan
repayments, etc. Then survey data were utilized
to determine the proportion of family income
derived from gover'nment;52 other expenditures
such as rent, interest and others were éllocated

on a priori grounds.

2 : .
Personal services amounted to about fifty per cent of
total government expenditures in 1971.
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(d) Specific types of expenditures were assumed to
accrue to specific occupational classes.
Agricultural expenditures were treated as going
to farmers, farm laborers, fishermen, hunters,
loggers and related workers in proportion to
their income. Similarly, transport and communi-
cation expenditures were allocated to workers in
that sector. Social development expenditures
(education, health, labour and welfare) were
distributed in proportion to income; while general
expenditures (except for the public debt) were
allocated on a per capita basis.

(a) Same as (d) except that general expenditures were

allocated on an income-proportionate basis.

Almost all these assumptions lead to estimates of
expenditure-incidence which are relatively favorable to the lower
income groups. The NTRC assumptions are more generous than Jayme'
in assigning government outlays to the lower income groups, and

thus result in smaller estimates of post-expenditure inequality.

Tan (1975), using a special household survey conducted
between April-September 1974, also attempted to allocate governme:
expenditures across income classes. Her survey had information o

household access to some government services, including certain



