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ABSTRACT

Nakpil, R, C., Savings in the Philippines: An Error Correction Model.
Bachelor of Science in Business Administration Major in Economics, De La Salle
University-Dasmarifias, City of Dasmarifias, April 2012. Adviser: Mr. Benjamin A.
Usigan.

This study investigated the determinants of savings in the Philippines using
the error correction model. The study covered the period 1980 to 2008 on an annual
basis. It aimed to (a) describe savings in the Philippines and the selected variables
affecting it such as consumer prices, personal consumption spending, real interest
rate, OFW remittances, capital expenditures, and personal disposable income; and
(b) estimate the short-run and long-run behavior of savings.

The Engel-Granger Error Correction Model was used to investigate the short-
run and long-run relationships of savings with the selected independent variables.
The marginal propensity to consume and save (MPC and MPS) and average
propensity to consume and save (APC and APS) tests were used to investigate on the
national savings behavior.

It was found that MPC was very high with an average value of 0.67 and MPS
was low with an average value of 0.33. Average MPC was more than double the
value of average MPS which only shows that private sector will consume 67 percent
of the increase in income and only save 33 percent of the increase in real disposable

income. Higher MPC than MPS shows that private sector preferred to consume more

in the future when income increases than to save more. The average value of APC
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was 0.80 while average APS was only 0.20 which means that the private sector is
consuming 80 percent of its real disposable income and only saving the 20 percent.

All variables were found to be stationary at different orders of integration.
The study found CPI, PCE, and OFW remittances to be very significant in
determining the savings in the Philippines. CPI and real interest rate were found to
have negative effect on savings. The speed of adjustment of savings resulting from
changes in PCE, CPI, remittances, real interest rate, capital formation, and real
disposable income were 0.10, 0.09, 0.17, 0.03, 0.05, and 0.07, respectively, showing
that the short-run adjustment to the long-run equilibrium savings took a relatively
long period of time.

It was found that savings and OFW remittances are positively related and
increasing OFW remittances will increase savings. The government, particularly the
Department of Foreign Affairs and Philippine Overseas Employment Admission
(POEA), should provide a better way for OFW applicants to be accepted in other
countries. The Bangko Sentral ng Pilipinas (BSP) can increase its reserve
requirement to affect the money supply and interest rate. Minimizing or decreasing
taxes will affect the disposable income of the household and also the income of the

firms, hence, affecting their savings.




