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[A] Introduction

Data on consumption expenditures and labor income have been available for some time in the Philippines in the Family Income and Expenditure Surveys (FIES) conducted routinely by the National Statistics Office (NSO) since the 1970s, and in the Annual Poverty Indicator Surveys (APIS) also conducted by the NSO since the late 1990s. Numerous studies have been done over the years using these data. But so far the study of the patterns of consumption and labor income earned over the lifecycle has been limited. Income and the age factor have been examined in previous studies but mostly in the course of analyzing income inequality, wage differentials and poverty in the Philippines (Encarnacion 1978; Estarillo and Ilagan 1988; Estudillo 1995; and Alba 1998). The studies that presented age profiles of income had actually profiled household income versus the age of the household head. Similarly, household consumption expenditures were profiled against age of household heads in previous Philippine studies (Mason and Tirol 1992; Figueroa and Bernal 1992; Alba and See, 2007). Some attempt at estimating consumption age profiles at the individual level has been done but only for health expenditures (Racelis, Russo and Mason 2004; Racelis et. al. 2006; Racelis et. al. 2007). There still continues to be very limited individual-level data on consumption expenditures in the Philippines which may explain the general lack of studies on the lifecycle patterns of consumption. Now various methodologies for assigning household consumption expenditures to household members are available, specifically those that have been developed in the National Transfer Accounts or NTA (Lee, Lee and Mason 2008). 

This study examines and explains changes (if any) in individual lifecycle patterns of current consumption, labor income and lifecycle deficit in the Philippines over the years 1994, 1999 and 2002. A key finding of this study is that aggregate lifecycle surplus has increased substantially from covering about 41 percent of the aggregate deficit in 1994 to 72 percent of the aggregate deficit in 2002. How did this happen? While the age profile for per capita current consumption and the population age distribution had changed very slightly, the age profile for per capita labor income had changed significantly between 1994 and 2002. There was an increase in the deficit age-cut offs at young and older ages, and an increase in the span of productive or surplus ages. Moreover, there was a decline in national per capita mean consumption relative to per capita mean labor income.
Results presented in this paper are taken from Racelis and Salas (2008) which is available in the Philippine Institute for Development Studies (PIDS) website http://www.pids.gov.ph. 
[A] Application of NTA in the Philippines
The data and NTA methodologies used to construct the current consumption and labor income per capita mean age profiles for the Philippines are described in Racelis and Salas (2007) which is also available in the PIDS website. The methods described are those used to produce the 1999 consumption and labor income age profiles in particular, but practically the same procedures were followed to produce the corresponding age profiles for the years 1994 and 2002. 
The main sources of data for the estimation of the per capita age profiles include the: National Income Accounts (NSCB 2003) specifically Income and Outlays breakdown, National Health Accounts, National Education Expenditure Accounts, household income and expenditure surveys (the 1991 Labor Force Survey, 1994 Family Income and Expenditure Survey/Labor Force Survey, 1999 Annual Poverty Indicator Survey and 2002 Annual Poverty Indicator Survey), and UN Population Database (United Nations 2007). The household surveys were also used to generate other information such as the distribution of employed persons and labor force participation by age, and educational attainment of workers in paid and self employment. 
[A] Consumption, Labor Income and Lifecycle Deficit
Aggregate current consumption, labor income and lifecycle deficit by age are shown in Figures 1 and 2. 
[image: image1.emf]Figure 1. Age profile of aggregate consumption (C) and labor income 
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At the young ages, the deficit age cut-offs or where the consumption and income profiles cross in Figure 1 have changed slightly from 22 years in 1994 to 24 years in 1999 and 2002. At the older ages, the deficit age cut-offs have noticeably increased from 58 years in 1994, to 61 years in 1999 and to 64 years in 2002. The composition of the population incurring lifecycle deficits had thus become generally younger from 1994 to 2002 with the reduction in the number of deficit elderly age groups. The span of the surplus ages had increased from 34 years in 1994, to 36 years in 1999 and to 39 years in 2002.
[image: image2.emf]Figure 2. Age profile of aggregate lifecyle deficit, Philippines, 1994, 
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The estimated sizes of total lifecycle deficits and surpluses (i.e. negative deficits) are entered into the relevant portions of the lifecycle deficit graphs for each year in Figure 2. For example, the estimated total lifecycle deficits in 1999 was Php1,052 billion, while the total surpluses generated that same year was estimated to be PhP461 billion. As the graphs and estimated total values in Figure 2 show, the increase in the span of the surplus ages from 1994 to 2002 has resulted to an increase in the ratio of aggregate surplus to aggregate deficit from 0.41 in 1994,  to 0.44 in 1999 and to 0.72 in 2002. An important implication of this finding for Philippine economic development is that other household resources, such as asset income that are usually used to fill lifecycle deficits of young and elderly members, can be shifted towards productive uses and saving. 

A closer examination of the changes at the young ages (under 24 years) shows that the proportion of the aggregate current consumption supported by own labor income has fallen from 32 percent in 1994, to 20 percent in 1999 and 2002. Or in terms of the inverse, the ratio of aggregate current consumption to aggregate labor income for the young had increased from 3.12 in 1994 to 5.0 in 2002. For the older ages (60 years and over), on the other hand, the group has been increasingly getting more income from continuing labor, with labor income covering 46 percent of current consumption in 1994, 58 percent in 1999 and 73 percent in 2002; or, inversely, the ratio of aggregate consumption to aggregate labor income had decreased from 2.17 in 1994 to 1.37 in 2002. Moreover, the contribution of older persons to aggregate surplus has also been increasing as the deficit age shifted from 58 years in 1994 to 64 years in 2002. If the above patterns persist, an implication would be that the elderly will be competing less with the young for transfer resources.
But what had brought about the increase in aggregate surplus relative to aggregate deficit from 1994 to 2002? The succeeding sections discuss the changes in control totals for aggregate consumption and aggregate labor income (as reflected in national per capita mean consumption and labor income), population age distribution, per capita current consumption age profile and per capita labor income age profile as the possible sources or factors of change in aggregate lifecycle surplus and deficit – being the basic components used to compute the aggregate lifecycle deficit age profiles.
Before presenting the findings about the four factors that could possibly change the lifecycle deficit, a quick assessment of the relative importance of the different factors is made based on changes in simulated values of the ratio of aggregate consumption relative to aggregate labor income (simulated for 2002 for a specific age group) when alternative hypothetical changes in the factors are assumed. Focusing on the 60 and older group, as mentioned previously the mean consumption-to-mean labor income ratio had declined from 2.17 in 1994 to 1.37 in 2002 – when all four factors had varied. But how much would the ratio have changed if, keeping other factors constant, (1) only the control totals vary (effectively allowing only a shift in overall mean consumption relative to mean labor income from 1.3 in 1994 to 1.13 in 2002)? (2) if only population age distribution varies? (3) if only the consumption profile varies? (4) if only the labor income profile varies? The constant factors in the simulations are kept to the 1994 values or profiles, and those factors allowed to vary take on the actual 2002 values or profiles.
The simulated values for the ratio of aggregate consumption to aggregate labor income for the 60 and older group for the year 2002 are 1.9 for case (1), 2.24 for case (2), 2.12 for case (3) and 1.54 for case (4). Compared to the actual change in the ratio of 0.8 (2.17 minus 1.37) between 1994 and 2002, the change between the 2002 simulated ratio versus the 1994 ratio is highest at 0.63 (2.17 minus 1.54), about 79 percent of the actual ratio change, for case (4) where the labor income profile was allowed to vary. The second highest change in the simulated ratio is at 0.27 (2.17 minus 1.9), about  33 percent of the actual ratio change, for case (1) where control totals or the per capita means for consumption and labor income were allowed to vary. For case (2), population distribution varies, and case (3), consumption profile varies, the changes in the simulated ratios were only -7 percent and 5 percent of the actual 1994-2002 ratio change, respectively. Thus, the change in the labor income profile is the biggest source of change in the lifecycle deficit , with some contributions from shifts of mean consumption relative to mean labor income, population age distribution and consumption age profile.
[A] National Per Capita Means, Population Age Structure and Age Profile of Current Consumption
For a given year, national per capita mean values for current consumption and labor income are computed by dividing the control totals (taken from the National Income Accounts) for the indicated items by total population. Per capita mean consumption had increased from PhP18,700 in 1994, to PhP32,200 in 1999 and to PhP35,500 in 2002. Per capita mean labor income, on the other hand, increased from PhP14,500 in 1994, to PhP24,300 in 1999 and to PhP32,200 in 2002. Thus, the ratio of per capita mean consumption relative to per capita mean labor income had declined from 1.30 in 1994 to 1.13 in 2002.
Population data in single ages for the years 1994, 1999 and 2002 were obtained for the Philippines from the United Nation (2007) World Population Prospects for 2006. As expected of a growing population such as that in the Philippines, the young consist of the largest and the elderly still a very small part of total population. Those under 1 year of age accounted for about 3.0 percent in 1994 and about 2.7 percent in 1999 and 2002. The 75 year olds, on the other hand, accounted for about 0.2 percent of the population in all the three years. Except for the very young, however, the overall population distribution by age can be said to have changed very slightly from 1994 to 2002.

Current consumption consists of public and private consumption, with private consumption accounting for roughly 85 percent of total consumption. In turn, private “other” consumption accounts for over 90 percent of private current consumption, with the remaining under 10 percent accounted for by private health and education expenditures. The shape of the age profile or the pattern of mean per capita current consumption by age is thus strongly influenced by the shape of the profile of private other consumption (being the single largest component). The typical shape of the age profile of current consumption starts out at about 40 percent (relative to the mean per capita consumption of the age group 35-39) at age under 1 year, rising to reach 100 percent at around age 16, continuing to increase to about 110 to 120 percent at around age 18, declining to and staying at 100 percent from age 30 to 45, and then rising again to about 120 percent by age 80. The pronounced sharp rise in per capita means observed up to age 18 and the subsequent decline is due to the age pattern of public and private education spending. The gradual increase in per capita current consumption after age 45 may be attributed to the increasing per capita public and private spending for health care as age increases. For more detail on the age profiles of specific consumption components please see Racelis and Salas (2008).
The per capita age profiles for current consumption have not changed significantly in the years 1994, 1999 and 2002 based on an examination of standardized age profiles (standardization procedure explained in the next section), with mean age of consumption staying at about 27 years in all the three years. Since there were no remarkable changes observed in the mean per capita profiles of current consumption over the three years, and population age distribution had also not changed significantly, it follows that the distribution of aggregate current consumption by age had also not changed significantly over the same years. 
[A] Age Profiles of Labor Income
A standardization procedure was applied to the per capita labor income age profiles to allow for comparison across the years. Standardization removes the monetary value of and introduces a common reference, the age group 35-39 years, to all the profiles. The standardized per capita mean income of, say, the 25-29 age group is computed by dividing the per capita mean income of the age group 25-29 by the per capita mean income of the reference group 35-39 years old.
Labor income consists of paid employment earnings and self-employment income. Paid employment earnings account for about 55 percent or roughly over one-half of labor income in the Philippines.
The age profiles of standardized per capita means for paid employment earnings and self employment income for three years are shown in Figures 3 and 4. The earnings or wage profile shows standardized per capita means rising sharply between ages 15 to 25, staying at around 1.0 for about 20 or so years, and then declining sharply thereafter. In contrast, the age profile for self employment income shows standardized per capita means increasing more gradually from age 15 to a peak level exceeding 1.0 at around age 45 and then gradually declining thereafter. 
[image: image3.emf]Figure 3. Age profile of per capita earnings from employment, Philippines, 
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[image: image4.emf]Figure 4. Age profile of per capita self-employment income, Philippines, 
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Schooling and worker retirement patterns are two important factors that explain the difference between the two age income profiles. Individuals who have completed college education usually enter formal sector paid employment and do so between the ages 20 to 25, hence the sharp increase in the per capita mean earnings at these ages. Furthermore, paid employment is governed by provisions in the 1974 Philippine Labor Code regarding retirement age and this explains the sharp decline in mean per capita earnings as age approaches the compulsory retirement age of 65 years. These two factors have less impact on self employment income because the compulsory retirement age is generally not observed and because there is a much lower proportion among the self-employed with college education, about 14 percent compared to about 30 percent among formal sector paid employment (based on the Annual Poverty Indicator Survey).
While the overall shapes of the age profiles of both per capita mean earnings and self employment income have remained nearly the same from 1994 to 2002, the position of the profiles for both types of income had gradually shifted towards the right during the same period. Mean per capita incomes are rising later at young ages, with the mean income reaching 60 percent of the mean of the reference group 35-39 as follows: for earnings, increasing from age 19 in 1994 to age 22 in 2002; and for self employment income, increasing from age 24 in 1994 to age 29 in 2002. Similarly at the older ages, mean per capita incomes are declining later, with the mean income falling to 60 percent of the mean of the reference group 35-39 as follows: for earnings, increasing from age 56 in 1994 to age 60 in 2002; and for self employment income, increasing from age 64 in 1994 to age 69 in 2002. The shifts in the age income profiles to the right are also indicated by increases in the mean age of income, which is a weighted average computed using aggregate pesos or income earned at each age as weights. For earnings from paid employment, the mean age of earnings was 33 in 1994, 35 in 1999 and 36 in 2002. For self employment income, the mean age of income was 38 in 1994, 41 in 1999 and 42 in 2002.
Another way to view Figures 3 and 4 is as follows: mean per capita income became relatively lower for young workers and relatively higher for older workers in 2002 compared to 1994. For example, the per capita self employment income of the 20-year olds relative to that of the reference age group 35-39 was about 30 percent in 1994 and less than one-half or 13 percent in 2002. While the per capita income of the 60-year olds relative to the reference group was about 70 percent in 1994 and about one-quarter more or 86 percent  in 2002.
The age profiles of standardized per capita means when the two types of labor income are combined (Figure 5) would expectedly show distinct shifting to the right from 1994 to 2002 reflecting the patterns observed in the two component profiles. The mean age of total labor income was 35 in 1994, 38 in 1999 and 39 in 2002.

[image: image5.emf]Figure 5. Age profile of per capita labor income, Philippines, 1994, 1999 
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The changes in the younger and the older workers mean per capita labor income between 1994 and 2002 (i.e. relative decline for the young and relative increase for older workers) may be attributed to possible change in wage rate per worker and to change in the number of workers at each age. This paper looks only at the latter factor due to data constraints. The distribution of employment and labor force participation by age are shown in Figures 6 and 7. A similar pattern of shifting to the right may be observed in the distribution of employed persons by age (Figure 6). The proportion of employed workers under age 35 decreased while the proportion of workers over age 45 increased from 1994 to 2002. The young are entering the workforce at later ages, and the middle-age and older workers are staying in the workforce longer. The median ages of the employed were 35, 36 and 38 for the years 1994, 1999 and 2002, respectively.
[image: image6.emf]Figure 6. Distribution of employed persons by age, Philippines, 1994, 1999 
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The changes in the patterns of labor force participation at each age reflect the findings about the age distribution of employed population. Figure 7 shows decline in the labor force participation of the young with age 10 to 20 years and, on the other hand, increase in the participation of the population with ages 45 to 70 years from 1994 to 2002. 
[image: image7.emf]Figure 7. Labor force participation by age: Philippines, 1994, 1999 
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Two implications of the above findings for Philippine economic development may be derived. First, the labor force participation of the young went down because they are staying longer in school. This change implies a better educated Filipino work force in the future. The ratio of total school enrollment to total school-age population (i.e. 6 to 21 years old) increased from 69 percent in 1994, to 75 percent in 1999 and to 77 percent in 2002. Second, the increase in the labor force participation of the older population had come about voluntarily. This suggests that national policies promoting longer work years in the Philippines may be acceptable and feasible. The benefit of longer work years has already been demonstrated previously (i.e. increasing aggregate surplus relative to aggregate deficit.)
[A] Summary and Conclusion

To summarize, there were very slight changes observed in the population age distribution, and in the shape and position of the mean per capita profile of current consumption from 1994 to 2002. On the other hand, while the overall shape of the age income profile had generally remained the same, a gradual shift in the position of the profiles towards the right was observed during the same period. The mean age of labor income increased from 35 in 1994, to 38 in 1999 and to 39 in 2002. Additionally, there was a decline in national per capita mean consumption relative to per capita mean labor income
The shift in the position of per capita age profiles for labor income from 1994 to 2002, while the shape and position of the consumption age profile had remained unchanged, plus the shift in mean consumption relative to mean labor income resulted to an increase in the deficit age cut-off from 22 to 24 years at young ages and from 58 to 64 years at older ages, and an increase in the span of productive or surplus ages from 34 years to 39 years. But more importantly, these changes led to an increase in the ratio of aggregate lifecycle surplus to aggregate deficit from 41 percent to 72 percent. 
In conclusion, the observed changes have positive implications for economic development in the Philippines. The increase in aggregate lifecycle surplus relative to aggregate deficit means that the use of other household resources (i.e. non-labor income) can be shifted from current consumption to productive uses and saving. The increasing labor income received by the older population from working longer implies reduced competition for transfer resources between children and the elderly, and in turn more resources for investing in children.
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