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to 2% in 2006, while the asset share of thrift banks only slightly rose to 7% in 2006 from 4% 
in 1970. In contrast, the share of NBFIs in total financial assets fell from a high of 28% in 
1975 to 19% in 2006. The dominant sector under NBFIs is the insurance sector. In fact, the 
share of the insurance sector in total NBFI assets significantly increased over the past two 
decades, from 47% in 1980 to almost 80% in 2005. However, around 60% of the assets of 
the insurance sector were in turn accounted for by two government insurance corporations: 
the Government Service Insurance System (GSIS) and the Social Security System (SSS). 

 
Thus, there has been  no significant structural change in  the Philippine financial sector. A 
bank-dominated  financial  system  is  not  necessarily  bad.  The  issue  is  whether  such  a 
structure  is  a market outcome or the result of government regulation. In the case of the 
Philippines, it was clearly the latter. The banking sector has historically been the focus of 
financial sector policy, development, and reform. In contrast, efforts to reform and develop 
the other sectors of the financial  system began only in the mid-1990s. A theory on the 
relationship between financial development and economic development in a market-oriented 
economy posits that the banking system, which initially leads financial development, declines in 
importance as real  growth and financial development continue (Goldsmith, 1969). One 
observed characteristic of the process of economic development over time in a  market- 
oriented economy is an expansion and elaboration of the financial structure (institutions, 
instruments, and activities). On the other hand, economic development is retarded if financial 
intermediaries do not  evolve (Patrick, 1966).  This theory has been  borne out by recent 
empirical literature.4 

 
The dominance of banks in the financial system is not unique to the  Philippines. Banks 
continue to be the biggest sector in most financial systems in East Asia, although there has 
been progress in  diversifying financial markets especially  after the 1997 Asian financial 
crisis. In particular, the focus of policymakers in the region has been to develop the equity 
and bond markets (Ghosh, 2006). Table 1 shows the structure of financial systems in East 
Asia.  Overall,  financial  development  in  the  Philippines  lags  behind  other  comparable 
countries in the region, particularly Thailand and Malaysia. 

 
Table 1: Structure of Financial Systems in East Asia (% of GDP) 

 
 

Bank assets 

 

 
Equity market 
 

 
 
Bonds outstanding 

            capitalization   
  1997       2005 1997 2005 1997 2005   

 
China, People’s Rep. of 124.6 163.1 11.2 17.8 12.9          24.4 
Indonesia                               31.1 49.8 12.2 28.9 1.9          19.6 
Korea, Republic of 37.9 93.5 8.1 91.2 25.2          76.2 
Malaysia                              100.9 159.4 93.2 138.0 57.0          88.0 
Philippines                           56.1 63.2 37.7 40.4 22.4          36.7 
Singapore                            122.0 185.4 110.8 220.4 26.0          68.2 

  Thailand                                 79.7 103.6 15.1 70.1 7.1          40.8   
 

Source: Ghosh (2006): Table 1.1, p. 27. 
 

Given the dominance of universal banks in the Philippine financial sector, the next section 
discusses Philippine and worldwide trends in financial conglomeration. 

 
 
 
 
 
 
 
 

4 See Levine (2003) and Demetriades and Andrianova (2003) for recent overviews of the literature. 
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