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Table 7: Income Diversification Index by Type of Bank, 1993–2006 
 

All commercial 
  banks 

 

Domestic 
universal 

 
Domestic 

commercial Foreign            Government   
1993 0.83                  0.82 0.93                  0.84 0.59 
1994 0.66                  0.67 0.59                  0.94 0.51 
1995 0.65                  0.66 0.66                  0.99 0.33 
1996 0.54                  0.58 0.56                  0.59 0.30 
1997 0.54                  0.48 0.63                  0.90 0.43 
1998 0.49                  0.47 0.54                  0.73 0.30 
1999 0.67                  0.68 0.57                  0.74 0.57 
2000 0.65                  0.74 0.67                  0.74 0.20 
2001 0.73                  0.84 0.64                  0.81 0.37 
2002 0.86                  0.98 0.81                  0.80 0.42 
2003 0.86                  1.00 0.78                  0.80 0.43 
2004 0.66                  0.80 0.58                  0.47 0.42 
2005 0.65                  0.71 0.67                  0.62 0.44 
2006 0.77                  0.83 0.81                  0.77 0.45 

 
Source of basic data: Philippine Deposit Insurance Corporation. 
Note: Score of 1 for the income diversification  index indicates perfect diversity between traditional 
banking and nontraditional banking activities, while a score of 0 denotes specialization in one line of 
activity. 

 
Ghosh (2006) also undertook a cross-country regression analysis on a sample of the largest 
publicly listed and private commercial banks to determine the impact of these structural 
changes on banking sector efficiency. Included in the analysis were the economies of Hong 
Kong, China; Indonesia; the Republic of Korea; Malaysia; the Philippines; Singapore; and 
Thailand. These results indicate that larger banks and banks that are undertaking a broader 
range of activities are  not yet enjoying  economies of scale and scope. That is, banks’ 
operating income would be much higher if they were broken up into financial intermediaries 
specializing in individual activities, rather  than if they were engaged  in multiple activities. 
This result does not augur well for the Philippines, given its high level of consolidation and 
diversification of banking sector activities. 

 

 
 
C. Worldwide Trends in Financial Conglomeration 

 
The  Philippine  experience  is  similar  to  other  developing  and  emerging  markets,  where 
financial conglomeration is typically discussed in the context of banks. However, De Nicoló 
et al. (2003) note that this is not dissimilar to the case of industrialized countries where the 
reasons for conglomeration are often the same albeit with different catalysts. In particular, 
macroeconomic pressures and banking crises in the 1990s led governments to undertake 
deregulation. This, combined with higher capital requirements caused banks to be more 
competitive as their profit margins declined. In countries where there was no prohibition on 
universal banking, banks moved towards nontraditional banking activities. Other countries 
explicitly introduced legislation to allow banks to broaden their range of activities. 

 
De  Nicoló  et  al.  (2003)  documented  worldwide  trends  in  financial  conglomeration  by 
examining firm level data from the Worldscope database for the top 500 financial institutions 
according  to  total  assets.  Financial  institutions  are  classified  as  conglomerates  if  they 
undertake  at  least  two  of  the  three  major  lines  of  business  or  activity  (i.e.,  banking, 
insurance,  securities investment). Table 8 presents some summary statistics of worldwide 
financial conglomeration in 1995 and 2000. 

 
 
 
 
 

9 




