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INTRODUCTION

~ What Is A Flow of Funds System of Accounts?

‘As originally conceived by Copeland and‘othersl‘a
L. flow of funds system of accounts presents a comprehensive
pictprg of the circuit flow of payments and receipts,
whicthortrays‘transactions in financial instruments and
existing assets as well as tramsactions in current output
of goqu and services. Its main features,; therefore, are
thét it reflects flows,arising_from the financial processes
taking place in the economy (i.e. the creation and the
exchange of money and other credif instruments) and also.
flows arising from non-financial processes. The'assumption
‘underlying such ajg%esentatign.is that there are interrela-
tionship§ among th} financial and non-financial transactions,
anq“that'when these are organized into a body of accounting
measurements those interrelationships will become clear.

~ In subsequentfwgrk, however, the Federal Reserve
vshiftgd,its»focus‘away from. the cbmprehensive picture as
opiginally envisioned towards a presentation of the invest- ‘ i
ment account of the nation on a sources and uses basis.
»Tth_is, in the current presentation of the flow of funds -

as published din the Federal Reserve Bulletin, emphasis is

iM.H. Copeland A Study of Moneyflows in the United
States (New Yoérk: National Bureau of Economic Research, 1952)

2Compare ‘the présentatlbn in "A Quarterly Presentation
of Flow of Funds, Saving and Investment" in the Federal Reserve
Bulletin August, 1959, with the Analysis of Copeland, cited
above.,




on the manner in which cap1ta1 14vestment is financed
rather than on- the presentdtion of the plcture of all
‘types of ‘transactions and how they are financed. This
shift can be viewsd ‘in two - parts* flrst, a change in
focus toward the analysis of how 1nvestment is flnanced
second, a ‘shift’ towards using the flow of funds accounts
as -&@'set ‘of ‘sources and uses statements. These adjust-
4ments ‘in Federal Reserve pPresentation reflect the develO]
‘ment of a more articulate demand for sources and uses
accounfs»for e purpose of analyzlngvflnanc1al market
condifiens fnifhe’éﬁorf run.’ | | | |
We share this perspectlve and empha51ze in our

analy51§ the potentials of sources and uses statements’
-~wh1ch d*deﬁhe the traditional flow of funds accounts.'
‘Most of our analysis is based directly on the sources anc
useSFSfatements. JWe also think that many of the other
tables underlying flow of funds acc0unt54~rparficularly
the sectoral balance sheets -- are of great use in analySJ
as well. “"We utlllze this information not 51mp1y to ana}y
short—run changes in 1nvestment actlv1ty, as 1mportant aC
these are. We also think that a major ‘use of these accou
is for the improvement of' iong-term plannlng " The kinds
analyses we make furnish 1nformat10n-whlch expedite the
development,éfyexpendifnre‘behavior“bydeector. ‘In{thisjw
.. We enoy_howsitvis;possible_to”construct sectoral budgets

77b§fh€f8pﬂeﬁpnent and capital aceounts -~ which can then b



integrated into long-term planning. We also feel that
these accounts make possible a more penetrating analysis

of expenditure patterns by sectors.

Why Have a System of Financial Accounts?

There are many reasons for hav1ng a set of financ1a1
accounts in a developing country. These reasons are con-
nected with the investigation of expenditure behavior,
with the refinement of investment and saving estimates,
and with the improvement of our understanding of the
finanCial process and its relationship to output growth
We Iist ‘below the specific reasons why a system of financial
accountS‘is‘benef%cial.

1. At’the;present time estimates of capital
formation are preéared on a commodity-flow basis for the
nation as a whole. When estimates of investment are made
on an expenditure basis, it is possible to prepare ‘them on
a sectoral level in such a manner as to make poss1b1e the
investigation of expenditure behavior by sector. Obviously
the motivation for capital expenditures can be expected to
‘vary from sector to -séctor.3 We would expect, for eiample;‘
that corporations have an investment demand function with
somewhat different explanafory variabiles than households,

where the major item of expenditure is residential dwellings.

- 3Most of ex1st1ng studies of investment functions .
have been for non-financial corporations, from company
- 1ncome statement and halance sheet records..




Closely associated with the +ransfer of capital formatior
estimates to a sectoral basis 1s the possibility of makir
estimates of sources of financing. We maintain that soux
of finance are related to‘investment‘in‘the sense that
‘certain types of investment.redcire certain kinds of
financing. iThis‘means that the“oomposition of sources is
related to the comp081tion and magnitude of 1nvestment,
and that a study of the former throws light on the Size
and'compos1tion of investment. .

2. When sectoral accountslare prepared on a sourc
and ‘uses baSlS it becomes pos51b1e to construct a sectora
:budget. We have done this 1n several ways by constructin
sectoral capital budgets, and analyzing the main 1tems in
those bquets. Ex1sting budgets and assumptions about
expendiiure behav1or, when combined become the ba31s for
’progections of sectoral budgets. We think that this 1s»

very useful as a deVice to “improve overall plannlng accur‘
~and particular;y,improve the_p0851b111ty_of overall plan-
;_ning implementation. Much has been written recently abou1
;the need to 1ntegrate government budget w1th macroeconomnc
_':1,31(:1171__8_.1‘l Howeyer, the question naturally arlses, wny shou:
not budgets of sectors other than government be 1ntegratec
w1th.economic plans°‘ This questlon 1s partlcularly pertir

'1n mlxed economies where a large share of investment activ

“United Nations, GOVernment Budgeti g in Economic
Planning in Developing Countries (New York, 1965); see als
Albert Waterston, Development Planning: Lessons of Experi
(Baltimore: Johns' Hopkins, 1865), especially pp. 201-254T1.




is undertéken by non—government sectors.s'”iﬂ'the Phil-
1pp1nes, for example, about nine-tenths of—investment
act1v1ty is- undertaken by the bu31ness and household

3

sectors. In order to make an economlc plan a reallstlc

‘document from the standp01nt of both estimation and
implementation, it is necessary to draw up sectoral

budgets encompassing these sectors so that they can be

iﬁfegrated into the national investment plan. ‘The'aeceﬁnt— .
ing:asbects of the integration of‘finaﬁcial budgé{é ﬁith
the total plan aré covered in existing publieatibné and
will not need further explanation here. . | |

3. The original schem.. for national accounts as
;developed by the inted Nations 1nc1uded five major accounts:
the consolldated Jatlonal product and expendltures accounts,
personal income and outlay acéount, government recelpts
énéiexpenditures account, a combined capital formation
account and the fofeign tranSaé%gons account: In none of
these accounts was the enterprise sector éingled'oﬁt for
sgeeiél detail. To the extent that there was a sectoral f
focus the accounts focussed primabily on consumer and .
government sectors. In general the sectofa14identity‘ i
of enterprlse transactlons was suppressed because they o

were consolldated in other types of transactlons. In the

" SRichard Hooley, "Private Saving in the 1960's:
An Experiment in Financial Account,'" in G.P. Sicat,
'The Philippine Economy in the 1960's (Quezon City: Univer-
sity of the Philippines, 1964),.

ya | -




new’ system of national accounts as revised by the United
Nations', however, -enterprises recéiveﬁgueh”more éttention.‘
There isi'a‘-separate enterprise account, and pén-fiéaﬁciaih
enterpbiSesuhaVefa éubsidiary account separatE‘fromf
financial institution$, /%his”éhange in the national schem
is a reflection of the increased im?ortance attached to the
behavior of enterprises in a mixed economy, and the neces-
sity of redressing the long neglect of '‘obtaining informatic
for an enterprise'seCtOPL -The‘acc%unts*which'are shown in
this publication make it poSsibléTfo~fili in the gaps with
respect to .enterprise behavior for:the Philippines--be it
on capital or on current account. ~Not only are the esti-
mates secfored in"a way which makes'thémfeasily integrated
dinto:the ,ational acdéﬁh%ing systeﬁ,/6h%:tHe*méthods of
estimation contaif certain novel aspects which will Be of
interest to resédrch workers in national accounting ‘systems
~ who may wish to derive expenditure estimates for'othé? o
developinglcpun%Jiés. o :

4. Ecohomists. are aware of the great power'of*thé,“
consumption function as an analytical construct. If the '
use of an‘:aggregate demand functicn has been highly
successful-in analyzing coénsumer demand, then the question
naturally arises why we cannot develop similar constructs
for analysing the aggregate deémand of other‘gector83
7igyndoubtedly this view is behind the proiiferation of ef fort

’;#;Qard estimating aggregats investmentvfgngfions in recent

R SO



years. We think there is good reason to explore the
:possibility»of expenditure functions for mejor sectors
in a develdping economy such as the Philippines. We are ¢«

particularly'interested in explaining capital’investment

‘ behav1or ‘and make some effort to construct such expendl—
ture functlons for the corporate, non- corporate ‘and house-
“hold sectors. We feel that these efforts are'lmportant
for the advaneement of econometric models, because with-
out an 1nvestment functlon macro—theoretlcal models w1ll
'always appear to us def1c1ent in reallsm. We think .that
such expendlture functlons are hlghly 1mportant for
effectlve plannlng; and we have made some tentatlve efforts
at'eStimation of eectorel‘capital expenditune functions.
| 5. We hop :that the existence of informetien on
flnan01al flows and flnanc1al institutions w1ll work to-
ward a better understandlng of the relatlonshlp of money
“and 1ntermed1atlon in gronthm“Up to the present tlme,
jthie”tdpie has received largely "impreseibnietie" treat- o
.ments. ‘The relationship of flnan01al 1nst1tutlons to - jﬁ
growth has been handled in a relatlvely generallzed manner. | §
We suggest that the relatlonshlp runs spec1flcally from
’tybes“of‘finance to volume and composition of expenditures
by Sector.  For example; if life insurance finance ie\shert,'
then"reSidentiel housing EXpenqitures (uses) which'depend.
primaril§ dpen life insurance as a financial sonrcevwill

_ be,paftienlarly affected. This means ‘that the line ef




dfcausallty goes from llfe 1nsurance flnance (source) to
re51dent1al constructlon (use) and also a line of causallt*
from llfe 1nsurance as an 1nst1tutlonal source to the
,household sector as the uslng sector. This.view is based
upon “the presumptlon that finance is not a homogeneous
commodlty (serv1ce) but a dlfferertlated one w1th varylng
1degrees of substltutlon among competlng serv1ces. We feel
that genulne progress on the relatlonshlp of flnanclal

. 1nst1tutlons to growth w111 await the 1nvest1gatlon of

/ hypotheses of thls character 1n speclflc growth 81tuatlons‘
. We have undertaken some prellmlnary 1nvest1gat10ns in the
1ntroduct10n to this study and we hope that these 1nvest1-
gatlons will prove suggestlve to othcrs.' We do not pre-iu
.\sent theqias flnal or exhaustlve research results.} Rather
7we present them in the hope that others w111 carry them .
'further ‘and in that way enlarge our understandlng and com-
prehen81on of these asPects of the growth PPOCGSQ. But}

we wish to empha51ze the 1mportance of these 1nvest1gatlon=
belng conducted on the data of a. deve10p1ng countryrr ﬁp |
to thlS p01nt thhly detalled estlmates of flnanc1al flows
have been malnly prepareo for devéloped countrles, where.
'the uses of the results ‘have been essentlally for analyzmng
short-term changes in the money and capltal market.“ Our
'concern is malnly w1th +he relatlonshlp of the money and-

'capltal markets to sav1ng and 1nvestment behav1or in the

context of long—term growth It-should now be ev1dent



that the monéyiand capital markets in a counfry such as

this, as well as the investment behavior which is con-

néCfed’with tﬁem, are undergoingkrapid]strﬁctural change,
6. In concluding this list of uses of aggregate
financial accounts, it should be emphasized that their
construction is an indispensable tool to the improvement
of savings and.investment estimates for the country és a
ﬁhole. ,In‘practice,’when theée»estimates'are prepared
for the>country on an aggregate basis, the statistical
éfroj invglved is almdstAcertain to be unmanageably large.
An advantage of preparing financial fléw accounts such aév
these is that a totally independent basis for saving and
investment~estimatés is attained because these accounts
are baséd not on iémmodity-flqw but on expenditure records.
Moreovér, we show in subsequent sections of this report .
how, for some sectors, expenditure_recérdslcan be surpbisingly
accurate. We have even worked out a modellfor estimating
the sampling error in expenditure estimates, and that
model indicates fhat depending upon the sector, expenditure
estimates can give results which are accurate to within
10 to 15% of a population ?arameter. In short, the use of
expénditure data, heretofore little utilized in ‘the prépara—
tion»of'national accounts, involves the working up from
micro-data to macro-data. This pfoceés not only enables
one to sect§r in ways previously thought impracticable but

also yields a check on macro estimates which is indispensable
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in iﬁpﬁj?iﬁgffhe;statisticai'réiiability of aggregéte
estimates: }Oﬁviéusly, it1isioniyiﬁith some minimum level
of stafistical ﬁelihbiiity that the kindsjof theéfefical'
anduecénémetbic inveStigétiOnéLWhich we haye been sﬁggest-'a
"ing can-ever;be‘undertaien wifh'thé}promise pf ﬁééfﬁl ;
 resﬁ1ts._ We feel that on the whole the estimates of
:finahcial flows which we have prepaféd here meets those
‘minimum statistical feliability:éfaﬁdérds. Where they do
ﬁdt,‘thé réader will fihd warning flags thrown up when we
feel that ﬁﬁe;data nmay confaiﬁyﬁhuSﬁaily largé sf&tigfﬁcal

errors,




TI BN
" METHODS OF ESTIMATION

In any system of quantitative measurements the
methods of estimation are of paramount importance to users

of those data. They are critical in clarifying the mean-
ing of the results because methods of estimationAultimately
determine conceptual content, and not the‘other way around,
as 1is commoﬁly assumed. Areas of special strength or weakness
inAthe data should be indicated so the praéticing researcher
can make allowance in appllcatlons of the system to specific
'problems. In thls study a description of estlmatlng methods
is partlcularly useful because we have made some alteratlons
.1n the usual sectégang categorles to make the system more
consonant with LDC}lnstltutlonal behavior. -Also, we have
made extensive use of micro data in building our»system;

and a deséription of the methods employed ié 6f importance
viewed simply as a technique of measurement in itéelf.

Wé have divided économic units into five major
sectors, with each sector sub—divided intd twelve subsectors.
Subsectors are formed to encompass units of essentially
homogeneous behavior. The‘sectoral classification is as’
follows:

I. Pinancial Sector - includes all banking, insurance, and
investment activities. The subsectors are:

by The Central Bank of the Philippines

2) Commerc1a1 Banks - includes the Phlllpplne Natlonal
‘Bank and private commercial banks; :
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3) Insurance - 1ncluae“ perate life and non-life
insurance companies, private pension plans and
mutual funds,; the Government Service Insurance
System, and the Social Security System of the
Philippines. The last two are administered by

 the: Philippine Goverament; .

4) Other Financial - 1ncludes all savings banks
(private and public), rural banks, development
banks, and finance and investment companies.

IT. Government Sector - includes two subsectors:

1) The Ne{iohal Government

2) Local -Governments - 1nc1udes chartered cltleS,
munlclpal and prov1nc1al hospitals.

CIII. Bu51ness Sector‘- 1ncludes the follow1ng subsectors

ip) Government Corporatlons - 1ncludes all government
.. owned or government controlled business corporation:

2) Prlvate Corporations - includes commerce and trade;
mining, manufacturlng, public utilities (transporta
tidn, communlcatlon, -electric and power, ice and
s rage) services, private hospltals, hotels, and’

P vate schools, and. censtructlon, v

3) Farm Corporate - includes corporate farming,. flshlng
pearl culture, and forestry.

4) Non—corporate business

IV. Rest of the World Sector - 1ncludes all external
‘transactions. ~ .

V. Household Sector , L _ *f

There are some unusual features in this sectoring»

scheme. - We treat government corporations. separetely from
private corporations because in this country government -
controlled flrms have different canons. of behavior from
private fleS. At the very least we can assert that the

former are not proflt maximizers. Just what constitutes

the goal structure -and accepted canons of conducthfor
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overnment firms will become clearer in subsequent dis-
'cussions. We also separate agricultural corporations
’from the rest of business because we think that a study
of the behavior of these giants of the agricultural
“sector holds special interest fof.development economists.
1 They‘accounf for a significant portion of agricultural
output. Their organization, financing and capital-infensive
input structure (and typically, their agricultural per-
formance) provide a sharp contrast to the remainder of
agriculture.

| We have drawn the line between households and
business (corporate and non-corporate) at a different
point than other stﬁgies, and this-is one of the most
unique aspects of,o:r secforing schemel In the U.S. and
elsewhere the consuier sector (households) 1is sepérated
from producing firms (business). We take the position
that the sharp bifurcation between producing and consuming
activities does not reflect reality in Philippine society
where households often engage in an array of productive
activities from farming to small commercial and handicraft
activities. We feel that it would be fictitious to treat:

! these latter activities.as if they were undertaken by

i e

business firms. The household goal structure and decision-
making apparatus are obviously worlds apart from the uncons-

trained profit (and/or sales) maximization behavior of

modern business. . In the traditional household- consumption
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and production”decisions aré interdependent;'énd saving
and investment activities are best viewed from the. stand-
point of a total portfolio approach which COnblchS the -
assets (and equity) of the household as the pivot of the
household's total wealth accumulation-activities. That
is toisay;‘in‘COntrast to the household in an iﬁaustriali
“society which provides for saving, deposits, claims on
insurance;, durable goods, efc. but ‘of income received,-th
traditional houséhold regulates labor inputs with a 'view
towards -accumulating land, inventory and éimilar assets -
of a business§ natire which will serve as a wealth stock
tailored along the lines of ‘the household's portfolio *
preferenge. - The important point is that the héusehold;s
configur;tion'of portfolio preferénce is not that of a co
sumptiod -unit, but of a combined wealth producing-consumiz
unit., ¢ : ‘ S I ': = o
How does one deal with this'problem? ‘One way is
to fabricate: an exclusively' consumption-oriented householc
sector by separating household consumption activities fron
hOusehOId‘productiOnuactivities, and putting’ the lafter~?
into the non-incorporated businéSs sector. . An alternative
approach isto‘leave 'small producing unitsiin“the-househo]
séctor and shift into the business sector only*those.units
above .a certain size. We have chosen the latter-alternati
because it produces ‘a household sector with a ' b&havior

configuration mich eldser to reality. There are ialse. strc
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s{atiSticai reasons for choosing this method.A We have
defined a household firm as one-employing 5 workers or
;less;lﬁand these are included in the household sector.

All firms with a labor force of over.S workers go into
jithe.business séctor._‘In agriculture, as waslalready
pointed out, all corporations go into the business sector.
Most oﬁ_fhe remaining non—corporate farms are small hold-

ings, and are included in the household sector.

2. Data Framework }The Definition of Acoouhts

The framework of our system of f1nanc1al flows
consists of.a set . of standardized 1nterlock1ng accounts
organized Byﬂseotorimuisubsector. Transactions are

grouped acoording té types of goods and services involved.

i Two broad classification stand out: financial and non-

financial.
% Non-financial fund flows arise from receipts or payments
'in the following transactions: o r: -
- o 1)'Payroll —.1ncludes wages, . salarles, “and bonuses,

.2).:Interest - .on bonds, loans, mortgages and other
C lendlngs and borrowings;

3) Dividends - on stocks and other investments;

) .Rents and royalties - on properties and rights;

5) Net withdrawals by proprietors - refers to non-
- corporate business and the household sector;

Irhis corresponds to a firm with assets of about
25,000 pesos in 1961.
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Insurance premiums - includes life and non-life
insurance premiums, contributions to mutual func
and pension plans. or.retirement schemes, and: cor

tributions to social security systems;

Insurance benefits - includes benefits received
from and paid to llfe and non-life 1nsurance,-
mutual funds, pen81on plans or other retirement

‘,.scnenes, and 5001a1 securlty9 A

8)

0

10)

5 )

5y

g

Grants and donatlons 1ncludes grants- 1n—a1d
cnarlty contrlbutlons, and other voluntary con-
tributions; . : : P
Taxes - includeg corporate ‘and income taxes, .
property taxes, sales taxes, exc1se, llcenaes,
and penaltles, : . \ ;

Tax-refunds - 1ncludes refunds of any of the
taxes, mentloned under no. 9); ... o kdoy

Real estate transfers-transfers due to sales

or foreclosure proceedlng8° and

Other goods and serv1ces - 1ncludes all goods'
and services not elsewhere cla581f1ed . ey

».F4Lan01al sources arlse from changee whlch occur

in the.

fo}low1ng“f;nan01al var;ables;k.pﬁgi_,

1

2)
3)

iy

5
6)

Currency and deposits - includes cash'and'
deposits such as demand, time sav1ngs, and
forelgn ‘deposits; BT S I

Gold and treasury currency; .

.Bank loans other.  than ‘mortgages-divided :into i

short-term and long -term loans;

Nat10nal Government obllgatlons 1ncludes
only government bond issues;

Local Governments obllgatlons"

e e 2

Corporate securltles'l'lncludes holdlngs in

Mortgages - 1ncludes mortgages anlslng from
real estate and plant and equlpment as
securities;

LIRS
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rS)H,Trade accounts recelvables and payables arising
-~ from the ordlnary course of bu81ness,

9) Mlscellaneous assets and liabilities - all other
assets and llabllltles not elsewhere c1a551f1ed

accounts 1 through 8 from total assets and
liabilities. : ‘

The above accounts cive the general fraﬁework'of‘the
system. The. spec1flc accounts may vary from subsector to’
subsector however, dependlng on the nature of thelr trans-
actlons, in which cases adjustments in account nomenclature
are necessary.

Non-financial flows are derived direCtly from,theu
basic flow records, such as the 1ncome statements of flrms
or the record of government receipts and expendltures

$
contained in the Ayditor's Report. But financial flows .

must/be-derived frém basic stock records, such as the
balance sheets of firms or the balance sheet‘ofrthe,
national government. Financial flows are derived by taking
thevfirst difference of opening‘and closing stocks. This.
lastvrequirement sets up one of the,most difficulttestimae,
tion problems, because it requires that balance sheets,of
mlcro unlts be . aggregated and scaled-up 1nto sectoral
balance sheets. On the whole, micro-data are more plentl-
ful on flow varlables such as sales, taxes and the llke.
Furthermore, benchmark populatlon parameters of flows arel
readlly avallable from the census, natlonal income accounts,

.etc., whereas the same sources are likely to give scanty .

This account is a residual formed by subtracting.
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data, 1f any at all, on stocks. Ve felt compelled to

cxert every effort to construct sectoral balance sheets
on[aisolld foundatlon, often utlllzlng micro- data 1n ways
_'that‘w1ll be'further explalned ‘below. - In. thls effort we
were motluateo by a des1rr to greatly strengthen the uses
alde cof the accounts. lhls 1s 1mportant because only w1th
a: detalled and accurate uses 51de can - the flnanc1al flow
' accounts make the unlque contrlbutlon to the tools of

"monetary and fiscal ana1y51s,that they were designed for.

C.. souRcr.s OF DATA -

Governmental Units

Gofbrnmental units or instrumentalities (bureaus, B
conmiSsnofs,.and‘spec1al*offlcES).collectlng statlstlcal<
-‘data as part of their administrative or regulatory functlor
‘were among the most 1mportant sources of data. The units
'included'were‘the‘Central Bank of the Philippines, the
Offlce of the Insurance Comm1551oner, the '0ffice of the -
chernment Serv1ce‘Insurance System and the SOClal Secdrltx
'System, the General’Audltlng Offlce, the Office of theﬂﬂy‘

Securltles and Bxchange Comm1381oner, the Office of the
v Land RegiStration“Cdmm1581oner;jthe;Bureau of Mines, the-
vBconoﬁiclReséarcHeDivision of4the'DepartméntfofsAgriculture
| ,aﬁd Natural Resources, andftﬁeﬂoffice'of”the éublic”Servid
Commissioner. 'The’éureau'offcensus'and Statistics also

provided us with valuable benchmark data. '
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The Central Bank of the Philippines furnished the
acéounting data for the Financial Secfor (except Insurance)
and the Rest of the World Sector. The Office of the
Insurance Commissioner furnisheq the accounting data for
all private 1ife and non-life insurance companies and for
non-profit peﬁsion plans and mutual fﬁnds. Data fbr the'
Government Service Insurance System and the Social Security
System were derived from their published annual reports;j
otﬁ;f details werebfurnished by their offices.

' The General Auditing Office publishes annual reports
of the'transactions of both the national and local govern-
ments, but the more detailed phases of such transactlons
were furnlshed dlrectly by the GAO office. |

The Offlce.}f the Securities and Exchange Commiséioner .
made available its files of financial statements of firms
and enterprises included in our samples for commérce and
trade, manufaéturing, services, construction, and cobporéte
farms. | | | |

” Transactions in'real estate and chattelxweré.furniéhed
by the Office of the Land Registration Commissioher; from'
annual reports submitted by‘all provihcial Register of Deéas |
to this offlce. the Bureau of Mlnes furnlshed most of the
data on mining, part of the data having been furnished by
the Office of the Securities and Exchange Commissioner and
the Mahila Stock Exchange. The Office of the Public Service

Commissioner gave us access to its very valuable files of




- 20 =

financial statements for enterprises engaged in communica—
tion, tfanspertation, electricity and power, and ice and
storage. |

The publications of the Bureau of Census and Statis-
tics were of eourse, the major sources of data for para-

meters such as population aggregates and sales benchmarks.

Privete Business Firms

| The data base of the private business Sectors con-
sisted of‘the financial etatements,of a sample of approxi-
mately 1, 000 small and large firﬁs. The financial state-
ments of many of the large corporations were made avall—
" able to us by the Manlla Stock Exchange. From 1957 on, the
flnan01al:statements of all corporations are available at
:the Secux&ties and Exchange Commission. Records of all
utlllty firms engaged in transport (bus, taxi, etc.)
communlcatlons,llce and cold storage and electric po%er,
both corporate and non-corporate, ere available at the
Office of the Utlllty Comm1551on. All of these offices .
‘opened their flles to us and made p0531ble the constructlpr
of a well balanced sample of small and large unlts in each
major sector. For small corporatlons in manufacturlng and
commerce prior to 1957, and for nonlncorporated enterprls
in both these sub -sectors, however, we had to contact a

sample of firms directly.




DATA COLLECTION

Sampling Methods

| Some of the subsectors; suoh as government,‘the
enfralnBank, commercial banks and insurance represenf'loo
ercent COVGfage.' These are sectors which either confain

only one or a few units, or where micro—ﬁnit data are

already aggfégaped by regulafory authorities (e.g.,'oommercial
- banks). But for a number of sub-sectors this is not the
‘case, and for these we developed methods of estlmatlngn.'*
populatlon from samples. We used sampllng technlques fortf

,:.A)‘.. :

- the follow1ng subsectors
Other Flnan01a1 - 1nvestment and flnance companlea;
tPrlvate Corporate Business - commerce and trade, o
manufacturing public utllltles, and serv1ces,
'hFarm Corporafe, , o L
JNongoorporate, non-financial business. _
Exoept,forbcorporate farms, the sampijng method used
was the same for all these subsectors. The population was
firstpolassified according to size of total assetsAand/or
; number ofpworkers. In this way 1arge'and small enterprises -
%.WepevSeparated. 'All the largest enterprisestere auto-.. . .
%imatioa}ly ino;gdedfin the samples. About.;,half of the-. ...
i.number of:enterprises in each sample consisted of large. ..
enterprises while the other half was made up of small
§;enterp:ises chosen at random..
Much has been written'aboutvthe‘unequal distribution‘

of wealth in the Philippines. To our knowiedge, however, no
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;measurements ol wealtn dlstrlbutlon have been undertaken.2
'Whlle thlo is an unfortunate s*tuatlon Wthh we cannot
vremedy here,‘we do llnd it neces sary to suastantlate some
earller statements concernlng the nature of wealth dlStPl—
butlon and’ 1ts slgn1f1Cance for sampllng methods." )
’_Let us turn to the manulacturlng sub-sector and ask the
'.:questlon. what is the dlstrlbutlon of assets among flrmS°
‘:.To answer thls questlon we constructed a Lorenz curve .of
manufacturlng flrms in terms of total assets. The basic
data came from our sample of 224 manufacturlng flrms,

A

vwhlch we comblned w1th data from the Bureau of Census

Survey of Manufactures.ﬁ rrhe latter glyes 1nformatlon on
flxea assets oljall (approx1mate1y 7 000) manufacturlng
_flrms, an§ a130~on the largest l ,000. We combined these
data to %rlve the Lorenz'curve shown below. The 'stfiking
'iuequality of asset*Ownership is revealed by Figure 1.
Less than 10 percent of manufaoturing firms‘éontrol nihety
percent. of all the''assets:- Our worksheets show the extia-
-ordinarytfact that' the largest thirtg'firms aoCOunt forv
approximately 25 percent of totil maﬁufactufing:assets;”;!“
Figure 1 indicates that about two percent -of firms (appro-.
'kimately luo}firms)faccOunt’fbvﬂeo peboeﬁt;of“maﬂufaétufiﬁé

assets.3 This is highly significant from 4 ‘statistical %

\ o e

Tt P Y

2Surveys of income and expendltures are avallable"
from the Phlllpplne Statlstlcal Survey of Households.

3None of these statements Wwould be materlally s A
,hanged if we had ‘used  sales instead of 'assets to measure
size.




FIGURE 1

Lorenz Curve of the Distribution of Assets

Amcng Manufacturing Firms, 1961

. 80,..90 . 100

% of Total Assets .
LT .'.‘:")j‘ ; .

6o 70

- :Source: Financial Statements of 224 Manufacturing Firms and
- . Republic of the Philippines, Bureau of Census and Statistics,
.. Zconomic Census of the Philivpines, 1961, Vol III.
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A

standpoint., The irplication is that if we ccver the
largest two percent of firms by a full count we have

accounted for 60 percent of our Uopulatlon bParameter,

1

This can be achleved ulth a sample of about 140 large
fleS.' For +h1s reason we dec1ded to obtain 1nformatlon
on the largest 1oo manufacturlng flrms, which gave jus
édverage of about 50 percent of assets. We then sémpled
'gn addltlonal 124 smaller firms to obtain 1nformatuoh on
the 50 percent uncovered portion of the populatlon.: ~This
‘sample was stratlfled both by product class1f1catlon as

‘ wal as by 81ze.\ Thls procedure obv1ously reduces 511
sampllng errors by SQ percent since the upper part of“the

slze dlstrlbutlon is fully enumerated

T}}e size concentratlon of fJ.rms that we have

”

demonstr}ted for manufacturlng is more or less typlCal of
other branches of industry. In elcctrlc utilities the
j:npentratlon is greater: the Natlonal Power Corporatlon

d{Manlla Electric Corporatlon together control over

S

tWOﬂthlrdS of electrlc utlllty assets, In communlcatlons‘

!

'one flrm - the Philippine Long Distance Telephone Cé i

4 \M - . . "\ :
accounts for~moremthan4three-fourthsﬂgfm;ndgstgxagssets;

R, o aane s owwd spe e N PR e g

- (ltran5port the Manila Rallroad and Phlllpplne Airlines
GD (»&-’

together account for almost one-thlrd of assets. Con-

centnatlonxznlcommerce and serv1ces 1s 1ower fhan iri*hany-

puttaidesd bBn

facturlng; but stlll substantlal On balanbe therefore,

it 1s possible in most cases to account for at least one-

thlrd and p0331b1y as much as two—thirds of the total asset
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of any industry group b§ making a full counf of the
largest 50 to 100 firms, and in a number of cases this
can bg.achieved by enumerating only é handful of firms;
The remainder can be covered by traditional sampling
techniques. This method of obtaining inforﬁation
three impbrtant advantages: (1) it reduces by about

' one—half the size of the standard error for estimated
parameters; (2) it increases accuracy of recorded informa-
tion gy greatly lightening the clérieal burden and re-
focusing it on highly relevant material; and (3) it
dgcréases the cost of gathering information and consefuently ‘
increases the number of variables that can be covered.

We were also able to aﬁply these estimating techniques
to the agriculturél sector in spite of the fact that con-
centration ratioé in this sector are not as high as in
industry.* A number of the larger agricultural operations have
been incorporated. We-found that by taking ail agriculfural

corporations as a group, we were able to cast a. statistical

net over a significant porfion of agricultural assets -.

we eétimate the percentage at 20 percent. - . j
The .significance of our method is not limited to

the statistical advantages of accuracy and economy. An

investigation of Philippine data for large and small firms

"The Philippines is often called a "feudal" society,
and this would imply very high concentrations of wealth in
agriculture. While this is true for parts of Luzon (e.g.
Pampanga and Tarlac), it is not a faithful picture of land -’
ownership in areas such as Ilocos or Cotabato. The latter
regions reduce the high concentration ratios in agriculture
substantially.
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iﬁdicates that'larqe’and small firms are heterogenéous in
terms of productlon benav1or. To show why this is so,
suppose we had- data on asse&s and number of workers
employed for a random smaple of large and small firms. On
the plaus1ble view that a larger firm (1n terms of assets)
would employ a larger work force, we could write the
expression |

© A = NX
where A is value of assets, N the number of workers employed
'in each firm, and y an exponent measuring‘the relationship
where o>x<«w . (This expression implies an intercept of
zero, which is justified by the fact that when assets are
zero the required workforce is likewise zero). The capitai—

labor ratio:is then derived as

f

Wé ‘are under the impression that x=1, and therefore A/N=1,

= g{X-1

N

Z|>

over all values of N. ‘However, data derived from the 1961
Census of Maﬁufaétures*éuggest othérwise. In Figure 2,
below, we present on gross redeipts.and employment for | j
-different size firms in 1961. We have derived these data
from the 1961 census by computing the average febéipfs'aﬂd
average,numbéb“of.emplbyees per firm for all thfeé«diéif 
classifications in manufacturing. From"éur worksheets of
financial data for a sample of 225 manufacturlng flrms, we

know that there is a simple linear relatlonshlp between gross
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receipts and assets. We are therefore entitled to establish
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of buildings and equipment to labor. Of course, for any
sample of firms in the same industry it is true that F = aT,
where T is fixed assets, T total assets and a, a constant.




- 28 -

receipts and assets. We are therefore entitled to establish

the following relationships. From Chart 2, we have

log GR 1.5 log N

GR = () ++d (1)

where GR is gross receipts per firm in thousand pesos and
N is employees per firm. We also know from the financial
data in our worksheets that the size of assets per firm is
a simple linear function of sales (or gross receipts). We
can express this as

GR = Aa (2)
where A denotes tangible assets and o is a constant. Then
substituting equafion (2) into (1) we get

;
} 0A = (N)1+O (3)

But since we are looking for the relationship of size of
firm to the capital-labor ratio we divide both sides of

the equation by N and obtain

1
A 2
@y N < VN (W)

The above expression indicates that the capital-labor ratio j
rises as firm size (measured by asset size) increases. For
example, suppose for simplicity that o=l . Then when (N)

size of workforce is 9, the capital-labor ratio (%) is 3

However, when the work force is 100, the capital-labor ratio

is 10 -- an increase of more than thr'eefold.5

SThe capital-labor ratio is usually thought of as
the ratio of fixed capital to labor - that is, the ratio
of buildings and equipment to labor. O0f course, for any
sample of firms in the same industry it is true that F = aT,
where T 1s fixed assets, T total assets and a, a constant.
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Wé believe that the chénging Qapital-labop'ratio as
one moves from sméller to largér firms is highly significant;
particulafly from the standpoint of employment generation,
and we Will investigate this further in a later section of
this monograph. It reflects differences in behavior pat-
térns among firms, since firms with markedly different

- factor compositioh:may be expected to react to economir
‘phehomena in different ways.‘ For example, a-.rise

wage rate should raise costs more for small than .. Aarge
firms; and a rise in the peso cost of.imports would affect
the small, labor intensive firms less than the large ones.
Presumably the 1arge firms would be more dependent on ;
(1mported) caplta} equipment.

The importgnce of this to a study of financial flows
should be obvious. Any economic study, insofar és it at-
tempts to utilize aggregate quantitative data, must organize
them into classifications which reveal uniformities of
behavior among economic units. It is cléar that at least
one of +the relevant classificatory c¢ategories is firm size.
We will ‘sShow later that large differ in significant respects
in terms of such financial behavior such as the propdftiqn
of éarnhings paid out in dividends, the proportion of new
capital raised by equity issues as opposed to loan,s etc.

Therefore we conclude that for the Philippines, and pos$sibly

We might add, however, that it would also make sense to
measure capltal as flxed capltal plus inventories (but
excludlng financial assets), since the size of 1nventory
stocks w1ll constitute an 1mportant component of tangible
capltal in & number of cases.




- for dther LDC’s as well, classification of firms by asset
size as well as’ 1nduotry grou“ confers important analytlcal

“‘as well as statistical advantages on the investigators.

Methods of Data Collection

A standard accounting form was constructed for each
- subsector and/or type of industry. This was done to dis-
tinguish“the differeﬁt kinds of transactions characteristic
of cach subscctor,‘and to facilitate the récording of
accounting data. The resulting accounts contalned detailed
1nformatlon on receipts, expenses, profits and dividends,
types of assets and’ liabilities, klnds of loans, paid-in-
capital, and fetaincd earnings. The éﬁandarc accounting
form used for manufacturing and ccmmerce\is reproduced
in Figure f& | -

For some subsectovs, a more detalled form was pre-
pared to: accommodate 1ntang1ble assets (such as goodwill
and rights), klndb of inventories (such as crops, fertilize:
and work animals -in agrﬂculture), klnds of deposits, klnds
of loans (whether short term or long -term), and other ,
flnanclal detalls cependlﬂg on the act1v1t1es of the sub- ?
sectors. | ‘

These formc were completed by a team of rescérch
assisténce who went personally to the govérnment offices
and/or.private enterprises. Data for the years 1957 to

1965 were collected for commerce and trade, manufactﬁring,

.vmining, and farm corporate from the Securities and Exchange
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FIGURE 3

Standard Abcounting.Form Used fdr,Recording_Data on

Manufacturing and Comaercial Firus

Financial Variables

 Statement - 1950 1951 1952 1953 ...1965

f Goods Sold
g and Administrative ExXpenses
income and credits
tax

icome after tax
iation and depletion
est expenses '

‘e .

e Sheet,h : LE . j . . . P I

nts receivable

current assets

ate invesfﬁénts'w“

‘assets - cost

‘assets - book o P j
and improvements -
Assets

borrowing (short-term)
ts payable - trade
;;cufreﬁtniiébiiities

b term Liabilities
fin capital ..

pd surplus




Commission. Data for prior years were secured dlrectly
vfrom the firms by questionnaires and a follow-up where
‘necessary. Data for public utilities were secured .from
the Public Service Commission for all years, 1948 to 196!
The Central Bank of the Philippines‘requested data from
the finance and investment companies included in the sam
accountlng forms. Data for mining for the years earlier
than 1957 were secured from the Bureau of Mines and the

Manila Stock Exchange.

Methods of Data Processing

After the micro-data wererrecorded on standardize
forms (see Figqre 3), it was found that.for about 15 per-
cent offthé“re:urns data were incomplete for some account
items. }These gaps were completed ihdividually for each ¢
the reporting units. That is, the gaps were filled for
each.fipm before aggregating. The procedure used was to
interpolate the missing data for each account from the de
available yeafs. Thﬁs involved estimating the average

W

change. For example "

!

where Aj is the value of the jth asset account and AAj

the arithmetic mean of annual changes in that account. n

i

is the number of years of available data, and therefore t

years on which the mean value is based. Suppose, for exa
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that we have data on the value of Ay in periods t, through

t, but not for periods tg and tg. TFirst compute

Then estimate tg and t. directly,

)

tg = by, F AR

tg = tg *+ BA§ |
In the event that the unknown values are between two séféL
of known values, oniy a small change is required. Supﬁoée
Aj is known'for the periods ty to tg gnd tg to tg and we
wish to estimate it for the years t, and tg. Then the

. ) $
value of 4Aj be?omes

— e - 73
A = _ 4 t3
‘ -3
and ty and tg are then
ty = tg t K‘g

Obviously one can interpolate backwards in the same fashion.
Not all accounts in the balance sheet were included
in the standard forms. All the excluded accounts were later
grouped into a single account called "other assets" on the
asset side and "other liabilities" on the liability side.
. When the accounts were combined, the difference between .
total assets and the sum of all the defined-asset account

was entered into "other assets", and the differences between
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+ total liébilitiés and the defined 1iability accOuntw were
enpe?@d,aﬁ;“oﬁhernliéﬁilities”. ‘In‘other words, other ‘% -
assets and otherjliabilities are residualvaccounts, while
total assets and total liabilities and capital were,bdth
observed variables.

It should be clear that this editing has to take
place before any aggregation of aécounts is undertaken.
Othérwise the missing data will be aggregated as zeros.
Clearly it is far better t¢ add in values interpolated on
the basis of averages'than 'to éggfegate zZeros.

win some cases, an éntireifihancial’statement might
bejmissing'for’a particular-year. In that event we have
the problem 8f estimating Aj s A 5 ... and also Fs5 , Fy , .
where the A:%hd F indicate asset and flow accounts respeétive]
and j, k, ... are the different accounts such as cash and
fixed assets (asset accounts) or sales'énd earnings (flow
accounts). In such a case we would first es;imate the
balance sheet‘acéounts in the manner described above. Then.
we proceeded to estimate thé‘incoﬁe accounts in_the follow- |,
ing manner. Ebr the years in wh%ch‘dﬁtg'are available we &‘!

derive a coefficient.

- .
1He-19
w

ct

™
n
=t

o+ -

Bl
T
-t

—

sy

where n is the number of time periods for which data are

available (t,, ty, ... tp) and S and A are sales and total

IR
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estimate S; we proceedpas follows:

2 =8 "2

ratio’between‘that varlable ‘and total assets.,

FERIT Y L AE T T AT T e R T T

the number of flow varlables»to be estlmated.

firms.

_(Flgure 3) are supposed to be recorded at cost.

~than to'lefﬁit change ;n wholly anbltrary ways.

assets, respectively. Assuming we know At and wish to .

We estimated each of the remalnlng flow varlables in the
sameAway, i.e., by der1v1ng a coeff1c1ent measurlng the
We flnally

arrived, therefore at a series of coeff1c1ents equal to

The importance of the proeedure utilized here is
that tbe'relafion%hips»between accounts Within the finaheial
statemehf are pregerved We feel that it is better to 1 |
preserve structu Wlthln the -financial statement rather
When oneVd
utilizes the aggregate financial data, one can be sure; |
pthat'any“ehaﬁges:that are reflected in the-compositioﬁ
of a0counts are observed changes. We were pleased to~'
note that the ratio of sales and other flows to assets is
fairly stable for a sample of flpms, in splte of the fact_

that it may change sharply from year-to-year for individual

Another'adjdstment’that must be made to thewdata
'concerns the ellmlnatlon of arbltrary valuatlons to assets.
Asset values as recorded in the standard accountlng form

Thls is




~_the usual b a51o for valuatlon in the context of buclnesf

accountlng However, . sometlmcs arbltrary revaluatlon of

'assets occurs, el*her in an effort to 1ncrease the capital
'surplus (equlty) of a flrﬂ,'or in connection W1tb the
merger or consolidation of two flrms. These arbltrary

.revaluatlonsrofwassets are removed for each firm. ' The

QLS

amount . of the arbltrary surplus write- -up can be determlned

by an ana1y81s of the equity and proflt accounts.‘ It is
'ian accountlng def;nltlon that : ST iy
Pt TeoBo e

:whebé ‘A”t 18 the <change in the equlty account during

tlme perlqd -t Pt is net profit after taxes Dt is cash

d;v1dends pa;d and ACt 1s the addltlon to paid-in capifal,
',all,durlné

p0351b1e to reconcile the change in equlty with retained

time . period t. 1In practlce it is generally

,earnlngs..=Small gaps in the equality may' appear ‘becdiise
of statlstlcal errors. but large gaps between the two''sides'-
of the equatlon are 1nvar1ably a warning flag to the re- res
seracner that paper' revaluations are present -*Wheneveri
AE+ > (Pt - Dt +, ACt) ‘the excess is takén as a: measure of
v.the amount of surplus write-up. This brocess is also usefu]
in tracklng down mergers. Knowledge of the merger of two

or more companles is. important: because thlS can be utlllZEd

w_ln monltorlng coverage of: the sample as: closely as p0581b1e.
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Scaling Procedures and Ad]ustments in llmlng

When the procedures descrlbed in previous sections.

are»completed we have a consistent record of flows .and
~stocks for each micro-unit. For a number of sectors it

was then simply a matter of suﬁming the information for
each account for cach year over the total number of unitsL
This was true for commercial banks, life insurance companies
and government corporation subsectors. For some sub--
sectors, however, we had only samples,  and it,Was’neces—
sary to scale-up the aggregate value in order to arrive

at population estimates for each variable.

-For those sectors which we did not have 100 per-
cent coverage, we Pbtalned information on at least oné//
population varlab}e each year for each sector. For
example, for manufacturing we had the annual census data..
giving the population totals for.manufacturing sales,
fixed assets, and inventories. We then computed the
ratio of sales ih our sample to sales of all manufacturing
firms and used this ratio to blow up our manufacturing
sample income statements. 'We used sales rather than fixed ',7,
assets as a basis for scaling up. because our population
totals -for fixed assets taken from the census are. at

depreciated cost. We have no basis for asserting that

the age of fixed assets in our sample is the same as that
in the populatlon. Our sample firms show assets at cost,

depreciated and undepre01ated In the absence of the same kind
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of.infoﬁmation from the Census and Sufvey of Manufacturers,
we decided to use sales, From tﬁe balance sheet we took.
the ratio of the population assets to our sample and used
this ratioc to blow up‘the-sample balance sheets. The blow-
‘up was made for abroad but fairly homogenebus groups of
firms. For éxample maanacturing, public utilities, whole-
sale and retail commerce - all were blown up separately.

| + The approximate percentage coverage of thé samples
fop the-majorvsectors.were as follows:
tNohéfinancial4corporations, 76%°
?Nonaincorporated,rnonAfinancial*firms,‘ul%
Farm Corporate, 21%

A statistical model for“estimating the degree of
variance of jthese estimates has been: constructed and is ™'~
shown asfan’appendix to this chapter.- We ran the modét”
“through once for manﬁfacturing corporations (where coverage
was approximately:50 percent) and we found the standard
error for sales to be 9 percent while that for total assets
is.12 percent.#

The 'reader ‘who is interested‘in'calculating’tﬁe'
corresponding standard errors for other variables may do so!
by subStitufing the appropriate ddata into the equations™”
shown in the model in the appendix.

UFCTIENS A

. *The corresponding percentage for othéﬁ’sec%org””
_ where the coverage is greater than in manufacturing will
% bercorrespondingly smaller, AT R
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x/fhe last adjustment that must be made.is for differences
in timing. We have constructed the financial flows on the
basis of a calendar year, so that all flows are a tweive—
monthcpefiod ending December 31. This means that all sectors
which are not on a calehdar year basis must be adjusted.

This 1is true‘for the government sector and government
corporate sub;séctor.eA Déta for a small minority of business
firms are also on a year ending other than December 31. In
these cases we adjusted the data for timing for each firm
individually before combining into sectoral statements.

Thus far we have described the derivation of each

sector and sub—sgctor‘sAfinéncial statement, and the

methods used to ;ombine the financial statements of
individual micrqtunits into sectoral statements. There

are two additional steps necessary to derive the traditioﬁal
flow-of-funds statement. /First, the sectoral financial
statements must be re-cast into sources and ﬁses‘of funds
statements. Essentially this consists in combining selected
flow transactions from the sectoral income statement with
the'fipst differences of selected asset changes from the
sectoral balance sheets. The resulting statements are.
bcalled'"sources and uses" statements. For many purpose

these are the most useful collections of data because they

BThe adjustment is made in the usual way -- of
averaging two fiscal years to obtain a calendar year.
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glve vast detail on the sourceskof financing for each
sector. The tfaditional "flow of funds® tables are
highly compressed summaries of sources and uses by sector
~derived from ‘the basic sources and uses tables., Every-
thing that is in. the flow-of-funds tables is in the
sources and uses tables, but all the details in the
sources and;ﬁses tables are not in the'flow-of;funds -
-tables.
' The flows show for.each sector represent direct
estimates. In {hefhousehCld séctor, however, some
transactions are direct estimates while some are esti-

‘mated as residuals. :AllAthe household capitalyexpenditure
'itéﬁs are direct estimates, some made_fdr the first time

as a part 1? this study. We chose td estimate these . 7

. transactions directly because of the importance we.attach

to investment expenditure activities in this study. Some
other non-financial flows, such as household wage incomg,

- property and entrepreneufial income and consumption expendi—.
tures, -were taken directly,from the nétional income:acgggnts.
Most of the purely financial. flows however, were esp%@ateq ?
as residuals. For example, the change in currency in the

- hands of households is estimated as a residual as follows:

cCB -

therefore,
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where C stands‘for‘changes in currency, the subscripts
s and u denote sources and uses, respectively, and the
superscripts CB, F, B, and H denote'the Central Bank,
'kfinancigl, business‘and houéeholdAsectors,»respectively:
The reaéon why ié is necessary to estimate household
financial flows as a residual is becéﬁse we do not have
access: to reliable surveys of household_asséts.7 We
1 ther;fobé are unable terétimate the magnitude of estimating
‘errgpsvdirectly for tﬁis sector, But we have computed
derived erpgrs Qf>estimate;by combiﬁing errors of the
other sectors.

The rest of world sector accounts were cbnstruqtedA
‘qum-data taken fromAthé balance_of_payments prepared by
the Central Banﬁf Accounts wgreApegrouped to coincid§14i

with the concepts of the financial flows study.

Summafz

We have approached the measurement of financial
flows inthis country with the conviction that less devel-
oped countries do not présent insuperable problems of
estimation simply because they are less developed. We
have endéavored to show that certain peéuliarities of LDC's --
such as the unequal distribution of wealth -- present the

statistician with rich opportunities to improve measurement

7Surveys of household assets are difficult everywhere,
butare particularly difficult in LDC's. For an experiment

- in Burveying household assets in the Philippines, see Phil-
sippine Statistical Survey of Households, 1965.




acCufaéf.'vIﬁ_oréer to grasp these obportﬁnifies, howevér,
the iﬂQéétigation ﬁés'to be condudfed‘with sufficient
flexibilify tb make ﬁpssible deparfing'frOm convenfional
éstiﬁatidﬁ?ﬁethédé and employing substitutes when circum-
stances réquiie iti We have included a model for estimating
the saﬁpliﬁg error for those sectors where saﬁpling”methods
were ufiiizea,‘énd we -think this aspect of the meésﬁrément
dpfocedufé is unidﬁé; for developedfof less deveiopedAcountrie
Equally impdbtant, we have cﬁahged ébmewhat the c¢onventional
meaningvof concepté when thebéharéétéf.df econSﬁié‘aétiVity
‘here servéd to require it. An example of this iér¥hé A
sepapaté éstima{e of capital‘formationvexpendituresiin kind
which is éb;;nAaléngside the usual (morietary) expendituré
‘estimaféét IWe did this to make it easier to utilize the
financial data in anai&ééé‘%fTCAPital formation, which is
one of the main purposes of this data system. Finally,'wg
have described in complete detail all sources of informa-
tion as well as all data processing procedures, so that

others may be" in a position to reproduce our results andvl,’

extend them in any direction they wish,
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. Financial Flows in the Philippines

1343-198§2

Introduction

| In this‘chapter we analyze the sizévahd strﬁcture
of financial flows in the Philippines during the period
following World Waf II. Since the méjor function of a.
financial system is‘tq convert saving into iﬁvesfﬁent,,thevf
most reasonable procedure is to start with an analysis of
~the aggregate financial flows for the economy as a whole.
Thén we move to an analysis of saving behavior, which is
equivalent to analysing the supply side.of financial flows.,’
We then shift our attention to the volume and cdmposition
of capital expend?tures, which is tantamount to the demand
(or useri side oé financial flows. In a final section we -
focus attention.on those insfitutions which are the inter-
mediaries of financial flows, trying_tOwexpléin the observed
structure of flows and changes therein by reference to changes
. in the behaviour of these institutions, as well as other
relevant dimensions of the financial,system. We will also
attempt to indicate in a rough way how changes in thé.~
.financial system have been. related to known shifts in some
major economic;parameters, and to comment on some major
- policy directions.
It is not possible to obtain a clear perspective
on the character of this financial system by analyzing

'-Philippine.data aléne,f Throughout the paper we therefore
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~make éontinual“intefcountry gomparisan beIweén this
financial system and those of Japan and the United States.
We have chosén.th%n'two countries so that we can get a
sharpef contrast by comparing the Philippine'finahéiél
systemﬁWith’fhat df a.hichiy developed country, énd‘one

which is déveloping rapidly.

Changes in Size and Structure of Financial Flows

A.Cgfscry inspection of the Philippine financial =
flows as shown in Appendix Table 1 shows substantial growth.
In4the early years of the period (1949 to 1951), financial
flows were averaging in the neighborhood of five o six -
hundred million pesos‘annually, as contrasted with about
3:-%/2 -billggn pesos. by the end of the periodjl' When the
size of aggtegate financial flows is related to income,
then in the eralier part of tﬁevperiod, aggregate financial
flows .amount to approximately 10 percent of national fncome,
whereas towards the end of the perniod they amount to"about-
30 percent. of national income. While the nominal increase
in aggregate flows;is‘aboﬁf.six-fold,land“the.réal ihéﬁeésef
(found by relating:aggregate‘flows to:the change in the
wholesale price index) is a little more than four-fold.

e It is,temptingwfo explain this’ increase in‘aggrégate
financial activity by referring to increases:in. the size of

capital expenditure. Unfortunately the facts do not support

i 1The size of financial flows is measured by summing
the net.change in financial assets over all sectors.
<o
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such aysimple expianation. For.examﬁie, in the.eariy

years aggregatéAcapital expenditures were about three
fimeé’the volume of aggregéte finanéial flows. By the

end of the period, capital expenditures were approximately
the same size as financial flows. The imﬁiication-is that
the proportion of investment éctivity,coursed'through the
financial system increased significantly between 1949 and /
1965. Just what chénges in behavior and in institufional‘
structure made this possible must be temporarily deferred,
until wé come'to a;discuSSion of changes in sectoral be-'.-
havior later in the paper. A further inspection of the .
table on financial flows (Appendlx 1) will 1ndlcate the "
flnanc1al 1nstrumpnts which accounted for ‘the major share
of this increase }in financial act1v1ty. .There were. sub-
stantial increasts in the use of currency ‘and demand

deposits but.a much larger share ' of the respon51b111ty

. for the increase in financial flows must go to "other

deposits". These other dep081ts 4nclude mainly savings. /

and . tlme deposits and also marginal dep031ts which from | o
time to time were requlred by Central Bank regulations. f
A‘stillﬂmbre important instrument, however, was. short- v

ferm liabilities.' 'Short term loans increased by 4 to 5

times over the bériod in question. - Long-term liabilities .

also increased dramatically. By‘the end of the period they
were- maklng a very substantlal contrlbutlon to total

'flnanc1a1 activity. But the most outstandlng 1ncrease -
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was registered by trade,credit'which,'particulanly
“towards_the end of the pericd, became ocne of the most
important instbuments;in;tdtal,financial activity.' In.ﬁ/lf
-a later section webwill;aﬁalyze thé étruéture of tradé» "‘
.erédit‘and;show:how it’is‘dsed to disxribute bank credit’
throughout the econoﬁy. ‘On the whole, it appqqhs that
| the important role of trade credit in the Philippiﬁe3,
}fiﬁaaqial sysfem is similar to the role of trade credit
-.in&xhg,financial syStem of Japén§{anq,bofh,of;thesewcases
fgcontrast-sharply with the relatively unimportant role '
‘played by trade credit in the financial system of the..
Unlted States.

Let jus turn now to the gquestion of the ,structure
of fiﬁanci:f flows in the Philippines in contrast with
that of otHer countries. The data in Table 1, below,
show»the;éize of financial flows in-relation to national
income ,..-and also to capital'expendituresifcr the Philippines.

Jépan~and the United States;%

It is clear from these data
that the ratio of financial flows to natiohal_incomehis
roughly the same for the Philippines, and thequiged,States %
but very much. greater for Japan. The ratiqmis qhout39ne—,
fourth. for both United States and the Philippines; but .

for Japan it is.abdut two-thirds. -Measured in this way,

Do

ZIn'making_intercountry;comparisons here as else-
where, the years 1958-1962 have been used. These parti-
cular years were selected for reasons of data comparability
' and avallablllty.
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"TABLE 1

Aggregate Flnancwal Fund Flows and Thelr Relationship to
Watlonal Income in the Phwllpplnes, Japen and the Uhlted States

ippines: o - - ’ S '
111 peEsos) Fln. Flows N.I. F. Flows/N.I. °~ Capital F. Flow/
. _ - .- Expenditures. (, Bxp.

1958 1,421 9,837  14.4% 1711 . 83.2%
1959 2,714 10,709 25.. 3% . 1982 136.9%
1960 . 2,683  11.570  23.8% 9322 . 115.5%
196+ 5,496 12,334 44.6% 3124 T 175.9%
1962 - 3,648 13,477 27.1% . 3678 99.1%
. 58-62 e C27.0% - S 122.1%
pan: (blll yen)
1958 - 4,676 9,561  48.9% 2469 189, 3%
1959 7,472 . 10,539  70.9% 4041 184.9%
1960 8,701 12,816 67.9% 5126 169.7%
1961 12,995  15.156  85.7% - 7475 | 173.8%
1962 . 12,008 ; 17,348 €9. 2% 7295 164..6%
. 58-62 . 1 . 68.5% » 176.5%

R

ited States: (bill...dollars)

1958 . .. 76, 370 120.5%: : 93, . 81.7%
1959 B gs. 402 24 . 4% 120. - .81.6%
1960 EES 69. - 417 16.5% ; o114 o 60.5%
1961 98. 430 22.8% S 112. 87.5%
L 1962 123. 460 26.7% - 126, - 197.6%.

. 58-62 S 22.2% 81.8%

.

*Represents total funds faised (i.e. net acquisition of
Jinancial assets) by all sectorg.

‘ *In this and the following tables, the data on currency amounts
e given in millions of Philippine pesos, billions of Japanese yen
d bllllons of U.S. Dollars.

Source: Appendlx Table 1 Bank of Japan, A Study on Fiowrof
nds in Japan; Federal Reserve Board, Federal Reserve’ Bulletln,
ious issues; U.N. Yearbook of Natlonal Accounts. o
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financial intermediation is very much higher in Japan = /
”han:either" the Philipoines’or the United States. S Tuﬁne'
:;hg to‘the‘ratio of aggregate financial flows to total
:ﬁcapital-egpenditures;’the data indicate that the United
fStates has the lowest ratio--82 percent average for the
- .period -- the PhlllelneS the next hlghLSt (122 percent)
and Japan the hlghest (177 percent) We have here an
' elndloatlon that the financial system is used more extensivel
quh'in.the Pnilippines and Japan fo finance capital
expenditures, and that it is used much more extensively /
in JapanrthanAin either.the Philippinesvor~the United
‘.States. 'Later when we come to én}analysis of‘capital
'expendlturec by, sector, partlcularly the prlvate corporatev 
.and househ?ld sector, we will be able to comprehend the

major factors that work here. In conclusion then, we  can

 .say that the Philippine financial system is.relatively
'iarge by the comnarison,with the U.S., and a substantial
volume of oapital expenditures is now financed by that
system. It is however very much smaller on any basis than- ;

1
the Japanese flnan01a1 system. y

The Rate .of Saving

In the dlsou881on that follows we will focus on

thefrate of gross national sav1ng. The preference for

: 3As we' shall see later on, however, the reaso 5 for
the lower levels in the case of the Phlllpplnes and’ o
U 1ted States are qulte different. - :
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gross over net'savings arises out Qf two conéiderations.
First, gross saving which includes an-allowance for capital
réplacement has a special meaning for developing countries
‘where technology in use is changlng rapldly Secondly, in
‘making comparisons among countrles, variations in methods of
estimating the share of sav1ng devoted to capital consumption
and replacement are likely to give particular difficulty when
making comparisoné among countries where different estimating
conventions are in force.*

The data in Table 2, below, show the volume and the
rate of gross saving in the Philippines from 1950 to 19624
For the period as a whole, gross saving has been 18.2 per' .
cent of income--making net saving roughly 14 per cent of
‘income. These aréj}easpnable rates for an LDC but certainly
not extraordinarily high for a growing economy. For most of
the years in question, households have contributed a little
Qverlone-half of total gross saving while business corporations
" have contributed another one-fourth. The remainder hasxbeéh
contributed by government and other sectors-Qprimarily non-
incorporated business enterprises.

This estimate for saving for the Philippines différs
in several respects from estimates whicﬁ have been published

-previously.5 One of the differences is that non-monetary

- - ~——

L*Vax‘la‘c:Lon in tax laws are a major reason for these
varlatlons in estimating methods. S

5See R. Hoolay, SdVlng in’ the Phlllpplnes, (Quezon

City: University of the Philippines, 1963)
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saving .is included here. 'Thét is to say, that pért of owne
investor saving (primarily in the agricultural sector) whig
is not monetized has been incluaed. This consists of

: irnigation,construétion such as the digging of éanals on
farms which has.been undeftaken.ﬁithout the use of monetize
inputs, tbe-planfing and development of pPerennial crops
;gutilizing~non—wage¢labor, and other'imprgvements such as
lahdﬁclearing,

In all of these cases, noﬂ;monutary investment and
non-monetary saving are distinguishqble,while also being
idéntically equal and inseparable. - About: one-half of the -
household sector's saving takeS'fhevform of residential
~constructipn and the acquisition of other consumer durables

-while.the’nemainder is used for the dcquisition of financisz
assets. &oreoVer, the data;in'TableyQ%shQW thaf while

household saving was devoted primarily: to the acquisition c
: tangible assets in the early years of ‘the period, it has’
recently shifted towards the acquisition of financial asset
| In quantitative terms, about one-fourth ofrhousehpld saViqé
was in the form of financial saving in the early 1950'S“f}5
whereas .about one+half was in the form of financial assets

in the early 1960's (see table 2).§

6These percentages are averages for the first and
last 4 years of the period.. We have to discount the high
bpercentages shown for 1950 and 1854 because there were year
in which the statistical discrepancy was particularly large
(see- Appendix,;: Table=1), Lol T e

HEE N A i



1965
1964
1963

1961
1960
1959

1957
1956
1955
1954
1953

1951
1950

1962

11958

1952
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Table 2

Rates of Savings 1950 - 1962

Househoid Household Gross National GNP

(Bill. Peso)

GNS/GNP_ (%

\
y

Household ;
Saving Finance Fin. as % Saving
Saving Household
Total
50
50
40
2.3 0.9 39 3.8 15.
1.8 0.7 39, 3.2 14.
1.5 0.2 13 2.4 13.
1.0 0.05 5 : 2.1 12.
1.1 Q. 05 5 1.8 11.
1.1 (4.1) 1.9 10.
0.8 .g.os 6 1.3 9.
0.7 0.4 57 1.1 8.
0.7 0.5 71 S1la 8.
0.8 (0.2) (25) 1.4 7.
0.7 0.1 - 14 1.6 7.
0.8 0.2 25 1.5 7.
1.0 0.7 70 , 1.3 6.
Average: 1950-62
Source: Appendix Table 1

7 .

2

£F O F O N © O 0NN

24.2
22.5
18.5
17.2
16.1
18.1
13.5
12.5
13.4
17.7
21.6
20.3
20.3

18.2
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We note that this shift in the composition of household
vsaving, while apparent during the entire'period; took a
decisive turn ihbfhe lafeIIQSO'S.S’The likely causative
factor in that shift was the change in interesf rate policy
’E?thch'begah“in 1§60.'.The rise in interest rates was not
only on.the'lénding but also on the borrowiﬁg'sidé.’ Deposi
rates of interest, which had hovered between 2-3/4 and 3

‘ pér céntbduring the pfevious‘yéars rose to at least 6 to 7
per cent. A number of non-banking institutions undertook
the‘iééue of.§hoft-term notes at 12% which were sucCeszull
'floatéd in 1arge‘volumes. |

If one looks at the data in Table 2 quickly, it doe
not appeax; that there was any shafp increase in the nation"
rate of stving o§er the entire period. Eut this impression
is somewhat misleading. .Tﬁe rate of gross saving in the
‘nation as a.wholé was‘in the heighborhood'pf 20 percent for
the period fromA1950 to 1953. Thereafter, from 1954 to 195
it dropped to about 13% and did not pass.20% again until 19
As'breViously pdinted out, we should view the early 1950'§
__as an unusual period because these were the years in which.
the economy was still rebuilding.its‘capital étock from the
destructive effects of the War. The Philippines as a count
received more war damage than any bthéf COﬁnffy in Asia
during World War II. Reconstruction of the productive
(business and government) capital stock was not cdmpleted

‘until about 1952. This means that reconstruction of the

stock of residential housing as well as its expansion to
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meet the needs of the greatly expanded population (which
grew rapidly during the War) augmented the rate of household
1nvestment and saving to abnormally high, temporary levels.
le feel therefore, that the national saving levels
of the mid-50°'s areAthe fairly normal levels for the country,
if one discounts the post-wap reconstruction of the late
forties and early fifties. On that basis, we might think of
_theifate of gress saving as ihcreasing from something around
15 percenf to a little under 25 percent. This is a respect-
~able, elthough-not»an extraordinary increase for aniLDC over
.a pefiod of.aboutlls yaars. | .
| " In order to get a better perspective on PhilippiheA‘
L;saving behavior, ge present in Table 3 rates of saving for
?this.country, Jagﬁn and the United States. The nationwide
rate of gross saving in the Philippines of 20 percent is
‘somewhat lower than the U.S. rate of 22 percent. Both goun-
tries laghehﬁﬁJapan's 34 percent by a wide margin. What is
interesting'is that the fates'of sevihg by seetor‘differ
_evenrmore. The contrlbutlon of Phlllpplne households to
;fthe national saving rate is about 12 percent, whlch is some - .
‘what 1ess than that of households in the Unlted States and
'iJapan.: Slmllarly, the rate of household saving out of 1y
percent is substantiallly lower than the rates of 17 and 20
percent for the U.S. and Japan. However, these dlfferences
are small in relation 'to income differentials in the three
countries which range from approximately $6,000 ber capita

for the U.S. to $200 for the Philippines. The results
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wwﬁwpwmvwwmm \%ww % of Households - % of % o% ooﬁm_ % of - % of @o<jdu,& of . % oﬁ

Sectors G Household GNP ‘Bus. Corp. GNP  — Cufrent GNP GNP
e e . Income - 7 Income S mmMWSSmL B :
1962 5,849 24,6 1 2,222 171 14.1 811 69.3 . 5.1 164" 9.3 1.0 15,615
1961 5,245 21,5 1,811 14,8 12.1°514 59.8 3.4 169 11.2 1.3 14,912
1960 2,401 17.9 1,498 13.6  11.9 295 . 52.4 2.2 135" 9.5 - 1.0 13,390
1959 2,340 18.8 1,370 13,3 11,0 380 59.1 3.6 161 13.3 1.3 12,430
1958 2,018 17.2 1,115 11.6 9.5 363 ' 63.7 - 3.1 142 12,9 1.2 11,738
AV. 58-62 20.0 4.1 11.72 = 60.9 3.5 - 1.2 1.2
gopan - |
1952 7,550 36.188 2372 21T 16 2365 87.2 11.3 1830 41.0 8.8 20,863
1961 5,856 36.9 3,101 23.1 16,7 2421 .89.9 13.0 1688 42.9 9.1 18,596
1960 5,472 35.8 2,405 21,2 15.7 1861 89.7 12.2 1149 36.7 7.5 15,308
1959 1,279 35.4 1,946 19.8 15,2 1329 89.3 10.4 886 35.2 6.8 12,794
1958 . 3,101 27.3 1,485 . 16.8  13.1 846.86.5 , 7.5 651 28.7 5.7 11,342
AV. 58-62 33.9 T 20.5  15.4 ©88.5 10.9 ©  36.9 9.1
| 1962 131 23.0 3 18,1 14.5 43 74.1 7.3 =12 -19.6 -2.1 - 569
1961 114 21.5 75 17.4 141 35 51.0 6.6 -13-22.8 2.4 529
1960 121 23.6 76 18.4  14.8 30 &9.8 5.8 3~ 5.7 =0.1 511
1959 110 22.4 65 . 16.5 13:2.a.88 73.5 7.3 -7 -14.3 -0.2. - 491
1959 95 20.4 67 18.1  14.7 24 66.7 5.2 =13 =27.6 =3.5 = 455
AV. 58-62 - e2.2 S 17.7 0 143 0 67.0 6.4 so=1.T.

‘hcﬁwam&mm of gross vm<wﬁmm are taken wHoB Flow of wcﬁmm mdmﬁmsmbﬁm for U.S. mb@ Japan, and
Sector ﬁ&mdmamﬁ+m of Saving, Appendix Table 1; Income by Sector is from U.N., Yearbook of
National Accounts. Government Sector includes ﬁm@meH and local units on a ooﬁmopp@m&am
.Umwc S ) , . ) B : *
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_suggest that the household rate of saving has little
relationship to income.7

The rate of saving for the Philippine corporations
is 3-1/2 percént of GNP as contrasted to 6-1/2 percent for
the United States and 15-1/2 percent for Japan. These wide
differences in the rate of corporate saving partly reflect
the differing size of the corporate sectof in the three coun-
tries which is obviously relatively larger in Japan‘and
the U.S. than it is in the Philippines. However, in the .
éame table there is also evidence to indicate that the rate

of retained earnings in Philippine corporations is less
than in U.S. corporations, and éubstantially less than in
Japanese corporatibns. Philippine corporations retain
about 60 percent ff their income while their Japanese
counteréarts retain almost 90 percent.

Perhaps the sharpest contrast, however, is with ,
respect to fhe government sector. The Philippine government
sector contributes a volume of saving equivalent to little
over 1 penoéot~of,GNP whereas the JapaneseAgovernment
contributes saving equal to 9 perecent of GNP. (We cannot
make the same comparison for the United States because of
the absence of a government capital account in the U.S.
system of national accounts). If the contribution of the

Philippine government was anywhere near as large as that of

"Differences in income distribution could be
introduced as an additional explanatory factor.
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thevJapanese government, Philirpine national saving ratés:.
would be very much ﬁigher than they are at present.

If we look at the contribution of the major sectors
over time, it is clear that Philippinevhouseholds have
increased theip_contribufion.to national saving considerably.
The same can-.be séid with vespect to corporations--which;
ngave_qgarly doubled their contribution in the five-year
Vperiqd.;958-1962.. The goveramenﬁ contribution, howeversyihas
remained static. Substantialjuéﬁard shifts in household - ¥
sa?ing,ratés»are shown for both the Philippines and Japans#
When one.turns.to the U.S. ‘one does not find the same 'changes
in national.or houééhold . saving rates. - These disparities
in'theAdegreg of shift in'saving rates seems to correlate:
with the.alr;ady noticed tendency of the Japanese and Philip-
'pine,financi 1 systemys to grow faster than that of the United
States.

ﬁgﬁg;ﬂhzghclude this cursory analysis of saving .-
behaviof in the post-war period by observingwthatﬁthanges
in the nationél saving ratepmay have ﬁad some effect: on thé
increasé in financial intermediation. . The nationalwsaying.,i
rate has risen because Philippine4householdshhave.inereased
their saving rates substantially. Private corporations
continue to account for a much smaller,shére of national

saving, partly due to the small size of their sectoxiand
’partly due to the relatively modest rate of retaipédreqppings.

This has set the stage for a steadily growing\hOuSéBold—‘
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.corporate 1ntersector transfer.,»Bﬁt more impbrtant‘than the.
:changes in sectoral saving rates has been theishlft in X
the composition of sav1ng. over the past decade and a half'
‘the compositionAof household sav1ng has changed from belng
predominantly in tangible form to the present éituatiOn ‘
where apbfoxiﬁately_one-half is in fihancial form. The
impact on thg'finangiélbsustem has been to greatly increase
the volume of resources fié&ing into it..,Inhsubsequent |
‘sections of this paper we must attempt to trace the factors
respénsible for this shift‘in cbmpositionbin terms of the

finaqcialﬂhistqpy‘of the period.

_Capltal Expendltures

‘The totaqu capital expendltures, by sector, are
sho&n in Appendix; ‘Table 1. These estimates represent total
expendftures”bn new equipment'and durables of all kinds.
‘The data on capltal expendltures are more inclusive than
capltal fonmatlon as tradltlonally defined due to’ the" 1n¢1§810n
offéxpenditurés on consumer durables in our f;gure, which
'are‘éustomériiy omitteds In addition, our estimates also
include capital formation of a non—monetary'character*;: . ,i
(Appendlx Table 1, row B). ~Suéh capital formation (which
occurs almost exclu81vely in agrlculture)a.represents
additions to the stock of durable assets made without the

use of purchased inputs. This occurs, for example, in the

_ There is also some - but a very small amount - in
_unlncarporated enterprlses. :



case of the plantlng and 1n1t1al culture of perennlals when
'done out51de commerctal farms. It occurs when frontler
1and is cleared to make it sultable for agrlcultural act1v1—

.tles.t It also occurs when addltlons to' llvestock herds are.

R affected w1thout the use of purchased fceds. In the early

o post—war years, non~monctary capltal formatlon accounted

: for- about 10 percent of total prlvate capltal formation.

- In recent years 1t accounts for approx1mately 5 percent

i'The reason for' the decllne is that while the rate of capital
formatlon in agrlculture has remained constant. over the
entlre period, the rate in non- agrlculture ‘has risen B
substantlally.
| Let us 1ook at the estlmates of capltal expendlture

"as summar1£%d in Table 4 helow. The data 1nd1cate,that_for
‘ the‘countr} as a wholewcapltal expenditures have been
approximately ;gdpencentiof'GNP for the period 1958 to 1962.
EJ?his;contrQSts withwrateS‘of.22‘and 32 nercent_fot.the
'UnitedFStates and Qapan, respectiyely. Thus the rate for
ftne Philipp;nes is substantially loyer than thatrﬁcpdthe;k’“
other two countries.g ‘But in recent;Years—flsgtﬁsz-—the'{¥
frate has been in the neighborhood of 20 to .23 percent,

o

_tendlng to close the gap. between the Phlllpplnes and the

U S In no. event however, is the rate in the Phlllpplnes

{*anywhere near that in Japan.

_ 9The dlfference between the rates for the Phlllpplne'
and the U.S. is greater than it appears because ‘of the .
omission from the U.S, estlmates of government sector 1nvest
- ment expendltures,
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Table U4

EPhiliPpines:’ Country-Wide .

; - (nill pesos)

% 1962 3678

/ 1961 3124
1960 2322
1959 1982
1958 . 171

. 58 - 62

{Jagan: (bill. yen)
. 1962 . 7295

1961 - 7475

1960 5126

1959 uoul1
1958 2469
AV, 58 - 62 )

]

%'ited States: (bill. dollars)

E 1962 126

1961 oo, 113

© 1960 v 113

1959 120

. 1958 ' 93
pv. 58 -~ 62

apital expenditures.

n the U.6." system of national

= NN
FONOW

o

|10

.

. .
w DWW wowo

[
s o]

35.0

36.0
33.4
31.8

21.7

31.6

22.1
21.3
22.1
24.0
20.4

21.9

Capital Expenditures+ and Their Relation to

Household

1367
1209
1025

991

1029

1212

1017

804
653
L2

72
63
65
74
56

Gross National Product, by Sector

i? Corp. %
GNP Bus. GNP
8.9 .1597 10.2
8.0 1282 8.7
7.6 900 6.7
8.0 535 4.3
8.7 372 3.2
8.2 6.6
5.8 3949 18.7
4.9 4894 23.5
5.2 3059 19.6
5.1 2272 - 17.8
3.9 1196  10.5
5.0 18.0

12.6 " 34 5.9
11.9 33 6.2
12.7 31 6.0
15.0 32 6.5
12.3 21 4.6

5.8

12.9

#Zerc by definition. -Capital expenditures by the
_accounts.

M3k P e Ik

Gov't

273
288
195
173
242

2129
1564
1262
1116

831

RN TR

:
g

® NOCJ3O

+For the Philippines, capital expenditures are less than capitai formation by t
munt of non-monetary capital formation, which ranges from 5-10 per cent of monetize

government are not recognized



re are also intersting differences in the sector

'Vdist‘;b%fioﬁ of capital expenditures. The United States ha

* the Highest rate of expenditures in the household sector--

?f ;2 percent. ‘This is followed by 8 percent for the Philip-
pines and only 5 pércent for Japan. The higher rate of
- household expenditures on durables for the United States is

' understandable in view of the high level of consumer income

-,‘there,~leadihg to what Oshima has called high levels of

donsumer asset formation.lq (See RES article) The rather
high rate of household investment expenditures in the ::
Philippines constr%gfs'sharply with'thé low #éi@ in Japan.
The Japanese level of household expendituresvﬁere is
certainly influenced by the pecﬁliarity of Japanese housing
constfﬁctgbn which is not capital inteﬁsive.11 'In the
Philippinés, expenditures for housing represent a véry
large part of total household capital expehdﬁtures. A

, rqugh.est;mate of théfdistribution of capital;expendifuresh
. hpuSahoiéwould undoubtedly show a very high éoncentration
of such éxpenditures. In fact, it seems probable that a
Lorenz curve construéted of household capital expenditurei

would show a greater curvature then-aLorenz curve constructe

for income distribution by households. -

o 'loHarry Oshima, "The International Comparison of
Size, Distribution of Family Income with Special Reference
to Asia," Review of Economics and Statistics, November, 196

11This point is emphasized by Henry Rossofsky,
Capital Formation in Japan (New York: TFree Press of
Glencee, 1961).
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Turning now to capital expenditures by corporate

business, roughly 7 percent of GNP ia'accounted'for.ﬁy
that aeCtor&inftheJPhilippines'and 6 percent in the United
States. These rates contrast sharply with the rate of-18
percent for Japan »ThlS contract is partly due to the low
level of capltal expendltures in the Japanese household
sector whlch has freed capltal resources for accumulatlon
in corporatlons. It is partly a functlon of the large
slze of the corporate sector in Japan. Actually, the level
of capital expenditnres~in thelPhilipplne corporate sector
is somewhat higher than might have been anticipated.
That the rate of corporate capital expencitures shogldlin‘
factlequal that éf the U:S; demonstrates that the Philippine
rate has been hi,h in recent years. Indeed, if the trend‘
shown in the data is a falthful representatlon of 1onger
.term trends, then the rate of capltal expendltures 1n the
Philippine corporate sector will soon be higher than the .
corresponding rate in the U.S.

B When one turns to the government sector thef;
difference in behav1or between Japan and the Phlllpplnes
again becomes very marked The extremely low_leyel of

capital expendltures as a percent of,national income --

approx1mate1y 2 percent -- 1s in marked constrast w1th

the 11 percent for Japan. Unfortunately, lt is not p0581ble

to calculate the same percentage for the Unlted States.
'-However, 1t is clear that on any ba51s the Phlllpplne :

government sector is extremely low, and that if that
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sector's_ratenyere,higher, it would substantially raise

the country's overall rate of investment expenditures.

Inter;SectoraldFinancial Flows

' The materlal presented thus far on the dlstrlbutlor
of sav1ng and cap1ta1 cxpendltures by sector 1mp11es grow1r
intersectoral flows of financial resources. The direction
and magnitude of'theSe_flows are shown in Table 5. The
“household séctor in the‘Philippines registered a financial
surplus whlch was approx1mately 40 percent of the size

of 1ts aggregate capital expendltures.v Thls.contrasts with
a figure of 200 percent for Japan. Obv1ously, Japanese
'"householdq shift a far larger fraction of resources to y
other_sec’ors than do Phlllpplne households. However,
Philippine hodseholds shift a larger“fraction of.investible
‘resources to other sectors than do American households
where the comparable figure is only lepercent of capital
‘expenditures. The extraordinary volume of resources shifte
by Japanese households is essentlally a product of the low
level of ‘household capltal expendltures, partlcularly on ?
residential hou31ng, and the high rate of household sav1ng.
In contrast United States households have hlgh rates of
sav1ng but hlgh rates of capltal expendltures as well and
thIS ‘tends to keep the surplus transferred fron the U.S.
household sector at modest levels relative to 1evels of

household'capltal expenditure.
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. Tabie 5

855
602
473
379
86
160
195
68
(120)
2 (112)
(180)

252
oy 11',‘ . 212 K

479

. 2084
281601
1293
1043"

1635

11
12
. 1'1,',
(9)°
1y -

7

RCE: Appendix Table

12155

-Household -
~ Surplus

S (108)

v o,

Financial Surplus (deficit) by Sector '

20209

SU(39.3) ¢ (122)

% Cap. Corp. Bus. % Cap.
Exp. Surplus Exp.
62.4 (786) 49.3
49.8. " (768) 49,9
40.6 (605) ©67.2
34.3 9 29.0

8.8 (461) 2.4

©17.5 ( 78) 214
31.8 ( 88) 21.7
10.5 43 35.2
15.5 ( 18) 9.4
12.4 ( 93) 33.2

0 20.1 (160) 49,4
12.1 (210) 67.7
33.4 ( 80) 39.4
2541 - (154) 55.1
39.1° (461) - (41.5)

177,07 (1548) LY 40.1

204.9 (2473) 50.1

©199.1 -(1198) . 39.2

.198.0 ( 9u3) 41.5

235.9 ( 300)° 25.1
(1299) =

15.2 9 26 .4
19.0 2 5.7
16.9 - (1) © 3.2
12.2 N 12.5
19.6 3 4.3

7 16.5 -3 11.1

#Government saving and investment: are both zero by definition.

Gov't

Sggglus

( 9)
(117)
( 80)

(12)

(100)
(120)
(1u4)
(171)

. (167)

87
{ 58)
™
(173)

(u7)

( 718)

(299)
124

(113)

(260)
(‘- 80)

e ¥ I FH I

+ . . . . .
A financial surplus is an excess of gross sector saving over capital . .
expenditures. Sector deficits are shown by parentheses. '
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TurniogiﬁBW»to behavlor‘ef'business‘firms, the
deficit in the*Philippine corporate sector averages.
approx1mately four tenths of total capital expenditures
‘whlch is almost the 1dent1cal percentage for Japan. In
thls respect corporate flnan01al behav1or is the same  in
_ the two countrles. In contrast, the corporate sector in
the Unlted States has a small surplus, which is to say
,Amerlcan corporatlons typlcally save more than they spend
for cap:u:al expans;Lon, The size of this surplu_s is small howé
being: only about one-tenth of corporate capital experditure

- This bread contrast in corporate financial behavior
between the two LDC's and the U.S. is to be expected. As .
Domar has shown,12 given conventional deprec1at10n practlce
based on %ﬂglnal cost, and assuming a constant ratio of

capital 1nvestment to output, the share of capital expendi-
tures covered by the depreciation allowances will vary
inversely with the rate of growth of output. The rate of.
growth of corporate sector output will often be higher in «
an LDC because this is a sector that is expanding its share‘
of- act1v1t1es rapldly 1n those countries. For example, !'
corporate secdtédr output between 1958 and 1962 grew by 177

percent, 105 percent and 61 percent respectively for Japan,

~the Philippines and the United States. Finally, in LDC's

12Evsey Domar,'"Deprec1atlon, Replacement and
Growth," reprlnted in Essays in the Theory of Economic
Growth, (N.Y.: Oxford University Préss, 1957).
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the‘ratlo.o: flxed to worklng capltal is generally loweri
than in: developed countrles, and thlS 1s an additional -
factor tendlng to mlnlmlze the size of capltal consumptlon
allowances there and favor reliance on out31de flnanCJng.
For example, capltal consumptlon allowances account for
approx1mately 33 percent of corporate sav1ngs 1n the Phll—
1pp1nes in contrast to 50 and 65 percent 1n Japan and the

Unlted States.

..;».:‘:

The def1c1t of the Ph111pp1ne government was

'approx1mately one-thlrd of. 1ts cap1ta1 expendltures durlng

o

Lthe perlod whereas the deflclt of the Japanese government

was only one tenth of its capltal expendltures. We are not

i
able to make the,same calculatlons for the Amerlcan govern-

ment since as p42v1ously pointed out, the U S government
accounts do not have a capital dlmen51on to them."

The overall 1mpressxon that one gets from these

.»( 5

data 1s that sectoral budgets are more in balance in the

U.S. than they are in elther the Phlllpplnes or 1n Japan.v e

\1

It is not dlfflcult to explaln this w1th resPect to house- _ i

holds, and we have mentloned several factors accountlng o

' for the 81ze and trend of deflCltS in thls sector. In the

”case of the corporate sector other forces are at work, and

we have outllned what appear to be the maln ones. Flnally,

‘J’we noted the small size of def1c1ts in the Phlllpplne'

L1 ¢ " HE AP R

government sector. We can only suggest that this is a B

reflectlon of the stultlflcatlon of polltlcal development



”1n the past, w1thout g01ng further at. thls tlme 1nto thls

i

fasc1nat1ng but complex dlmen81on of natlon development.
o There are some 1nterest1ng trends 1n the growth
4;.of 1ntersectora1 flnan01ng in the Phlllpplnes durlng the

‘1post—war perlod.A In 1949 and 1950 households had large

......

surpluses whlle the corporate and government sectors had

Y

wlarge deflclts. These def1c1ts represented the reconstruc~

,, ~~~~~

tlon of corpOrate and government eapltal fac111t1es whlch

were damaged durlng WOrld War II. That these def1c1ts

. were flnanced by households was apparently due to extremely
- hlgh retall prlces and households' ant1c1pat10ns that these

:prlce levels were temporary These ant1c1patlons made

}'p0351b1e the dlver31on of avallable resources to the re—,

constructhp of the capltal stock 1n the corporate and

1
I

'government’sectors.. In the beglnnlng of 1951 however,
retall pPlCeS began to decllne, and households were then

PR

free to undertake reconstructlon of thelr capltal stocks,
e e — 3
whlch lasted through 1954. Thls was reflected in the
"contlnual household budget def1c1ts durlng these years.

S

then thls household reconstructlon act1v1ty was completed,y

yhousehold budget def1c1ts declined, and by 1955 had “turned
Sééilive ;éaln. Thereafter the household surplus 1ncreased
steadil;, reachlng a peak‘ogualmost a bllllon pesos in 1962,
'awhlch amounted to about 2/3 of household capltal expendlture.
In other words, from 1955 onward the Phlllpplne household

,r R

sector was becomlng a. steady and ever grow1ng source of
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surplus funds for 1ntersectora1 transfer. These funds

'were absorbed by the corporate sector where deflcats

reflectlng sharply rlslng 1nvestment expendltures, rose
from a negllglble figure 1n 1054 to very substantlal
amounts in 1960, 1961 and 1962. Indeed, by the end of
| the perlod Phlllpplne corporatlons were financing more
than half of their capltal expenditures from 1ntersectoral
flows‘—— malnly from the household sector. In the govern-
ment sector, surpluses have been marked byvan erratlc
'pattern, but averaglng in the nelghborhood of 100 mllllon
“pesos a year throughout the entlre perlod. That is to 83y,
- in contrast to the household and the corporate sectors N

1

whlch were tendlngito 1ncrease the 1ntersectoral flow of

funds, the govern#ent sector malntalned approx1mately ﬂua&me

absolute size of deficit and 1ntersectoral transfers thrm&mout
out the perlod. This means that the percent of government
capltal expendltures covered by 1ntersectoral flows actually

decllned durlng the perlod.13 Thus the government sector

W

in the Philippines has actually exerted a negatlve effect
on flnan01al development.. The entlre 1mpetus for flnanc1al
‘development has come from the household and corporate
'sectors. t o | i "“

What klnd of securltles were used to effect hlS

grow1ng 1ntersectora1 flow of funds in the Phlllpplnes°

: oo 131f expressed as-‘a- patio to national. income , they
,would reflect a decllnlng trend



:In theVPPeVious section'we~haVe pointed'outﬂthat_trade
credit and'bank loans-were narticularly important.k But

‘let us look also at the total maturlty structure of financia
vflows in the three countries. This is. done in Table 6. |
It is clear that the maturlty structure of financial flows
in the Phlllpplnes represents an approx1mately even division
'between.short(and long—term instruments, This contrests
sharply With-the:United States,fhhere short—tern instruments
account for approximately l/SJofiintersectoralvfinancial
flows and the.remainder is‘eccounted for by longéterm debt.
The»situatibn.in JspAh'is closer to that‘of'thebPhilippines
than'the U'S where éO‘percent are 1ong:tern These dlf—‘

. ferences in the maturlty structure of flnan01a1 flows

among countﬂles are reflected 1n the dvfferent f1nanc1a1 |
1nst1tutlonk in those countrles and 1n the promlnence of
trade credit and’ bank loans, as' was p01nted out earller.
There is no obv1ous trend w1th respect to maturlty structure
E»over tlme S0 far as the Phlllpplnes is concerned That

. is to say, there is no obv1ous tendency to sw1tch elther
toward or away from these short-term 1nstruments in their f
" "1mporta.nt role as fac:LlJ.tat:tng dev1ces ‘for 1ntersectoral k
'flows.' It 1s possxble, however that if the 1ssue of govern-

ment securltles becomes more 1mportant in the future, the

proportlon of long—term 1nstruments would 1ncrease.

 Analysis of Sources and Uses by Sector.
| Let us turn. our attentlon now to the sources and uses

vof funds for the. major flnanclal and operatlng sectors. In
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Table 6

Maturity Structure of Financial Flows

Tot. Fin, = Sht. term Long Term Sht. term - Long term
Flows # Fin. Flows+ Fin. Flows as % total as % total

L 1962 3648 2252 1396 1 63.5 36.5

. [ s5496 o 2617 2879 47.6 ‘ '52.4

[ 60 2683 800 1883 . 29.8 70.2

- 59 S 2714 1453 1261 53.5 46.5

- 58 1421 1002 419 - 70.5 . 29.5

Av. o ' 53,0 47.0

U.S.

1962 123 e o8 : 95 7 22.8 77,2

61 98 ) 23 : 75 . 23.5 76.5

60 7 89 T 18 519 7 26.1 73.9

59 98 9 89 9.1 . 90.9

58 76 14 62 18.4 81.6

Av : i 19.9 . .80.1
Japan : o , 1 : :

L 1962 12006 } 7202 4804 65 .4 34.6

4 61 12995 8204 4791 63.1 36.9

1 ‘60 8701 5194 3507 59.7 40.3

1 59 7472 4630 2842 61.9 . 38.1

b 58 4676 2475 2201 52.9 47.1

E  Av. : . ~ 60.6 39.4

# defined as the total net acquisition of financial liabilities for all
sectors.

'+ Short-term defined as change in gold‘and treasury éurrenéy, currency
and bank deposits, consumer credit, security credif, bank loans and
other loans (one year or less), and trade credit.




