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Part I. Statement of the Problem, Outline of Methods,
Summary of Results, and Some Recommendations

for a good estimate of prospective income for at least the next fiscal year because

proposed expenditure has to be covered by prospective income)/ In addition gO,od

for estimating the answers to the above question. Dr. Mijares and I (1) shall describe

briefly what has been done along these lines by our grou;..I at I. E. D. R.; (2) we shall



The original objective of the pilot study which was proposed to the U. P.

Eo P . t f obI fO ° JlconomlCS rOJec or POSSt e mancmg was~;

"To construct a model for estimating public revenue
changes resulting from given tax modifications. "

.!/The u. P. Economics Project administers the funds for faculty research
granted by the Rockefeller Foundation to the Department of Economics.



fact is that all the data h:l\'eto come from th~officeF This certainly is a ludicruous

1/
lysis with data already available to their own agencies.-

1 /
- Let it be said, however, that there were two offices in cOIUlectionwith

their own functions, which sbowed some interest in the compilation of this type of
data and research in this area, namely: the Joint Legislative-Executive Tax Commis-
sion and the Program Implementation Agency.



considering the prospects of the economy from other economic indicators and some

knowledge about the probable reaction of taxpayers to given changes in the tax structure.

(1) For budgeting purposes it was necessary to project separately collections

of the BIB and the Bureau of Customs for the current and the next fiscal year on an

annual basis with high and low estimates with stated confidence levels.

(2) For planning purposes these projections had to be extended up to fi\Te

fiscal per iods(which is risky bus iness to say the least.) However, the five-year pro-

jection would be revised with every budget cycle when additional data on the preceding

fiscal year would then be available. So long as only the estimates for the next fiscal

yearwa-e considered of a relatively firm forecasts the hazards were not considered

too great. At any rate budgetary procedures require a five-year fiscal program to be

included in the budget proposal every year.

(3) For pro{?;ramrningpurposes, however, it was necessary to devise a

method that would take into account the fluctuations of tax collection over the fiscal

period; therefore projections on a quarterly basis had to be attempted (for the first

tir:.1ein the Philippines to my knowledge) for both the Bureau of Internal Revenue and

the Bureau of Customs collections. In order to maintain at least a minimum level of

cash in the National Treasury it was necessary to prog;ca:n:releases of funds by the

Budget Commission to parallel more closely the fluctuation of tax revenue collection.

In addition, t.lJeobjective of price stali.lization and the constraint on net domestic

assets imposed by the IMF rnquired that availment of overdraft line from the Central



some of the more significant results are s~mm~rized below:
On Aggregate Revenues:

(1) Projections of Annual Collections of the BIR and the Bureau of Custorru. ,
1965-1970

(l)a Pt'ojections of Annual Collections, All FundSjombined, 1963-1969



1965-1970
O~ ~orporation Income Tax:

(3) Distril?ution of Income Tax Returns of Corporations by Net Income Tax

tax can now be obtained much faster through the use of this program. The program

1/
has been debugged but has not been used with actual cards.-

1/
- Unfortunately the Bill would not allow the duplication of the cards nor allow

them to be taken out of the Department of Finance Building for processing across the
street at the Bureallof Lands'IBIvi 1620electronic computer without the written permis-
sion from the President of the Republic.



Structure and based on Proposed Tax Rate Structure, 1963-1970

(12) Estimated Percentages of Taxable Returns of Married Persons Remaining

if Exemption per Child is raised to PI, 000

(13) Estimated Individual Income Tax Assessment if the Exemption per Child is

Raised to PI, 000, Calendar Years 1964-1965

(14) Framework for Estimating Revenue from:

(a) Advance Sales Tax

(b) Compensating Tax

(c) Tobacco and Liquor Taxes, and

(d) Some Minor Taxes

<' (15) Estimates of Potential Revenue from the Proposed Export Tax

(16) Estimates of the Additional "Revenuefrom the proposed Increases in Taxes

on Gasoline and other Motor Fuels

In almost all cases standard errors were computed and high, middle and low

estimates were made with stated levels of confidence (usually 95%). From the statistical

viewpoint, therefore, our estimates are "better" than the usual estimates of government

agencies. It is too soon to evaluate our efforts in this area.; however.

In t..he brief period that our group has been in the forecasting game, our estimates

of BIR collections and Customs collection for FY 1964were the closest to the recorded

actual collections among all estimates made by different government agencies. In fact

our estimate of BIB collection for that year was so close (only P2 million off) that we

are almost sure to do worse this year.

However, our framework for estimating quarterly collections of the BIB has been

giving good results so far. The same cmmot be said of our framework for estimating
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customs collections. The reported collections for the 4th quarter of last FY 1964and the

1st quarter of this FY 1965have been declining contrary to previous .years' pattern. It

is smly the collection of the 2nd quarter of this FY year which has at least returned to the

pattern.

New exemption laws and rampant smuggling wmld partly explain the discrepancy

between collections and other indicators of the volume of importation. A few comparisons

of actual collection with our own projection give us some reassurance that our statistical

methods and economic analys is work even in the short run. Statisticians and Economists

know they will work in the long run.

Unfortunately (or fortunately) Congress did not pass during the last session the

proposed tax modifications such as t.~e changes in the rates of the corporation and ia.divi-

dual income taxes, change in the rate of motor fuel taxes, '. the imposition of export taxes,so

the performance of our estimating procedures for these types of changes have not been

tested.

After a year of research in this field, several areas for further study and research

have emerged:

(1) A more systematic and sustained effort by the tax collecting agencies to compile

tax revenue data - along the lines of Income Tax Statistics in the United States of America.

The compilation of statistics should be geared not only to tax revenue forecast

but also to make possible, estimates of revenue impact of probable tax modification.

(2) The sampling of exempt Individual Income Tax Returns. At the present time

t!:e~ is hardly any information on the characteristic of exempt returns except for the

approximate number (800, 000 in 1963) since these are not punched into cards. The



ones directly responsible, a section specifically charged with the making of revenue esti-

mates should be established in the BIR and the Bureau of Customs. 1/
There are many inhibitio~imposed by law regarding access to tax records.·~1

1/
-It might be helpful to include in the staff trained statisticians and economists.

-2{lact this problem stares researCh~ in this field right in t~e face. Non-
statistical problems. ofthis type and outright non-cooperation of officials or lack of appre-
ciation of the problem are the more pernicious barriers to research in tax estimation
and forecasting.
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sheets of BIB is actually a combination of het taxable incomes for that calendar year,

Table 1.1 Number of Taxable Returns, Net Taxable Income ar? Per
Cent Distributions of Corporations: 1960 and 196~

1960
Number Net Taxable
(Per Cent) Income

(Per Cent)

1962
Number
(Per Cent)

Net Taxable
Income

(Per Cent)

O-P 50,000 2,519 26,051,767 2,023 23,115,554
V 72) (5) (67) (4)

P 50, 00 1 ~100, 000 292 21,249,590 325 23,638,998
(8) (4) (11) (4)

PIOO.001- P250/000 311 48,589,901 303 47,015,603
(9) (8) (10) (7)

Above :y250, 000 376 470,033,759 347 556,909,653
( 11) (83) (12) (85)

1/
.- 1962 figure does not include the data from BID Central Office.



A Chi-Square test applied on the 4 x 2 contingency table (Tabl~ 1. 1) shows

x~ = 18.1:1. The probability of the occurrence of x2 ~ 18.'14 with 4 degress offreedom
c

is very much less than 1% if the null hypothesis of no difference is true. Since the



Table 1.2 MeaJ/ Net Taxable Income of
Taxable Corporation Returns: ·1960 and 1962

1/
- Derived from Table 1.1


