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Abstract:

Saving, Accumulation, and Old-Age Pension of Thai Households

This research report presents a case study of household saving and wealth in Thailand with special
reference to: i) problems of saving inadequacy and negative saving, and ii) problems due to lack of old-
age pension scheme which happens to majority of Thai informal workers. We adopt an economic
approach, in particular, an extended life-cycle model as a conceptual framework to: i) understand
dynamism of saving over life-cycle, ii) diversity in saving behaviors by different groups of people. We
also estimate a structural model in which household income, saving, wealth as dependent variables of
interest and they are tested against the set of socio-economic variables. We make use the household
survey, conducted in 2009, by the National Statistical Office as database; in addition, we did primary
survey of household, in early 2013, to extract qualitative information such as saving motivation, bequest
motive, participation in the community saving groups, and households’ attitude toward the future and

saving as an immunity.

The research report is organized into 7 chapters which are interrelated. Chapter I discusses the
rationales for this study with primary focus on problem of saving inadequacy among Thai households and
the scope of our study. Chapter Il reviews economic theory, in particular, an extended life-cycle model
which hypothesize patterns of household income-saving- and wealth accumulation over life-cycle—the
prefix “extended” indicates the intergenerational relation between parents and offsprings with an
assumption that ‘altruism within family’ is common; also in this chapter, we review a decreasing trend of
housedhold saving (expressed in S/Y) over the period 1990-2010 based on National Income Statistics.
Chapter III presents the result of our empirical investigation based on the NSO’s SES2552; included in
this chapter are: i) comparative statistics of saving by different groups (by age cohorts, socio-economic-
classes, occupations, and educational attainments); ii) the finding that at least one-fourth of Thai
household incurred negative saving which is treated as a strong form of ‘saving inadequacy’; iii) a report

of estimate of structural relations in which income, saving, wealth accumulation as dependent variables



by econometric techniques (SUR, seemingly unrelated regressions). Chapter IV highlights the case study
of negative-saving and saving-inadequacy, from which we found that problems of ‘saving inadequacy’
could happen to every income deciles (even among the rich households)—however, the prevalence of
saving inadequacy is much higher among the poor households.  Chapter V presents data analysis and
finding based on the team’s survey with emphasis on qualitative information which includes saving
motivation, bequest motive, participation in the community-organized saving groups (ﬂamuﬁ 90U
NN E]'ﬂjmﬂgll %U) which represents an imperfect indicator for ‘trust’ and ‘cooperation’ within community,
and household attitudes toward the future. Chapter VI discusses the simulated scenarios in which a
representative household agree to join “the national saving scheme” (under the Ministry of Finance in
which the government agree to contribute the fund as “supplementary saving”: note the “National Saving
Fund” was enacted in 2011 but not implemented as yet). We assume a representative member contribute
3% and 5% of income in the saving scheme over working lifetime (15-59 years) in expectation to
receiving old-age pension—in particular we calculate i) the amount of accumulated fund based on
‘expected income’ over life-cycle from the model; ii) the supplementary saving from government, iii) an
expected amount of old-age pension per month; iv) the fiscal cost of government. Chapter VII concludes

our findings and words of caution regarding limitation of our research.
The findings are summarized as follows:

First, we adopt the national income account as framework and empirically review changes over
three decades (1990-2010). The saving ratios (S/Y) fluctuated rather widely from year to year with an
apparent decreasing trend; i.e., the S/Y ratio fluctuated around 17-18% of NI (national income) in 1990s,
in recent years the same ratio drop to 11-12% of NI. We offer an explanation that these might be
associated with the rise of consumerism that follows globalization, demand for new consumer products in

particular telecommunication equipments, and the rise of consumer credit.

Second, based on the household survey conducted by the National Statistical Office in 2009
indicate that: [A] the average household saving amounted to 6,387 baht per month in comparison to the

average household income of 22,396 baht per month—this implies the saving ratio (S/Y) of 28 percent



according to the ‘weighted average’ which is fairly high. Alternatively, had we adopted the ‘unweighted
average’ method, the S/Y averaged to only 10 percent. Both measures convey different meanings and yet
are both meaningful. The first measure is appropriate to infer about the national saving amount, simply
because 10% of saving of the riches has higher weight than 10% saving of the poor households. The
second measure is also meaningful, and perhaps more pertinent in our context, to infer diversity in saving
behavior of people, regardless of being rich or poor; in reality there is no “transfer” or “share” of saving
between the rich- and the poor households. [B] wide variations in household saving are confirmed from
disaggregating the saving ratios by different groups of people according to an unweighted average from

which we take note:

® No of households with negative saving as percent of total household 26%

® No of households whose savings were 0-20% of income 28%
® No of households whose savings were 20-30% of income 15%
® No of households whose savings exceed 30% of income 31%

Third, we analyze problems of saving inadequacy by proposing two measures, to be referred as
“strong” and “weak” definitions. The strong definition refers to those households with negative saving
(SI strong =1 if S<0). The weak definition refer to those households that actually saved less than 50% of
the predicted saving (ST weak = 1 if S < 0.5 of S’, where S=actual saving and S’=predicted saving by the
model). The findings are summarized and discussed as follows: [A] One-fourth of Thai households
incurred negative saving, with higher incidence in rural area (29%) as compared to 24% in urban area.
[B] The incidence of “weak saving inadequacy” were very high, that is to say, 47% in rural area versus
28% in urban area. [C] Saving inadequacy were evidenced in every occupations, it is of noted that saving
inadequacy could happen even to the high-income households due to uncertainty of consumption needs

which might include sickness, investment in children education, and income uncertainty.

Fourth, we formulate the structural equations with a focus of three variables according the LCH
(life-cycel hypothesis, viz., household income, saving, and wealth accumulation) and test the relationship

against the set of socio-economic variables of family which include age, educational attainment,



occupations, family size, regional dummies, urban-rural difference. The model is estimated by the
seemingly-unrelated regression from which: i) we predict the saving amount by each household according
to age, education, occupation, etc; ii) we make use the predicted values to infer about the weak-definition

of saving inadequacy (if an actual saving amount less than 50% of the predicted saving)

Fifth, based on the team’s survey we obtain qualitative information regarding saving motivation,
bequest motive, inheritance, and participation in the community’s saving groups. Our finding are
summarized: a) the saving rate averaged to 8.7% of income which is relatively low — there are variations
in the saving rates by groups, the private employees tend to save at higher rate (11%) which might be due
to insecurity in employment; b) only 17.8% of the sampled households are entitled for pension benefit;
¢) regarding saving motivations, 59% of respondents intended to transfer asset for benefit of their
offspring, 65% save for health care in retirement, and 49% for daily expenses in retirement; d) with
respect to membership of the community’s saving group, only 14% are currently the member which is not

high—yet the participation rates among female is higher than that of male (15.4% versus 12.7%)

Sixth, based on policy simulation exercise in which we assume that the National Saving Fund
were actually operated [note: the National Saving Act was passed into law since May 2011—in reality
there a delay in operation, by end of 2013 the Fund has not yet implement advertisement nor an invitation
to membership]. We assume that a representative member save 3-5% of his/her income over working
lifetime into the Fund which will be accumulated by an individual account, and the government contribute
‘supplementary saving’ on top. We are, in particular, interested in calculating the accumulated fund of
saving at retirement and expected old-age pension. The results are: Case I: a person saves 3% of income
of working life, the fund at retirement will amount to 224,880 baht with supplementary from government,
the total amount will be 467,859 baht which is translated into monthly pension of 1,949 baht. Case II: a
person saves 5% of income over working life, the fund amount at retirement will be 374,800, to be
supplemented with government saving, according the total balance of 779,766 baht is expected which is
translated into a monthly pension of 3,249 baht. The pension benefits as indicated above are not a big
amount of money—yet, for the average elderly Thais, the pension benefits as indicate should suffice for
decent living, promotes a sense of security and ability to help oneself in retirement. Regarding the fiscal

8



cost of scheme from government viewpoint, our estimate figures range from 48,173 to 95,318 million

baht per year.
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" yod1989mnaU19ne U IuUNAIINYDY Daniel Schunk, 20090214 This paper focuses on the question to what
extent heterogeneity in saving behavior can be explained by the importance that households attach to four potentially co-
existing saving motives: The old-age provision motive, the precautionary motive, the bequest motive, and the motive to
purchase a house (henceforth: housing motive). The paper finds that the importance attached to certain saving motives is
related to heterogeneity in saving behavior. More specifically, 1 find that information on saving motives is related to the
household saving rate, and that the relative contribution of the saving motives tohousehold saving changes over age

classes.
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cycle models of time and resource allocation. These models assume that individuals decide on the optimal path of
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adequate information to make these important decisions. But contrary to the assumptions embedded in these models,
most workers do not have the level of financial literary required to make good decisions. Using their existing knowledge,
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actual- and predicted- saving: rural
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save2, area == Linear prediction
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1.72 0.8

_cons -5738.528 -8192.2491 Anai
-4.93 -6.12

N 15520 25777

Wald chi-square 1331.8 4645.2

prob > chi2 0 0

R2 0.52 0.74

Root MSE 12128 20498
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prob > chi2
R2

Root MSE
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