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Future Assurance Fund: Size and Management Issues: Phase I

Abstract

It is widely known that Thailand is under going a process of population aging.
The proportion of population aged 60 years and above is increasing rapidly. If this
trend continues without any necessary preparation, untoward effects on both individual
and national levels may result. Generally, it is commonly held that aging accompanies
degenerative conditions is usually associated with poor health. It can also lead to a
state of declining economic productivity. If left unadjusted, it may lead to economic
stagnancy or declining growth. These conditions undoubtedly can cause absolute
poverty among the senior citizens. The undesired effects of poverty can be mitigated if
a proper precaution measure has been taken.

It is an ultimate goal of this research to lay a foundation for a design of social
protection scheme for the future elderly persons of Thailand. If fully implemented in
the form of future assurance fund, the prospective old people will have a sufficient
source of support for their basic minimum expenses, which include increasing health
care costs as they age.

In order to achieve this goal, this research begins by projecting the demographic
scenarios within the next 20 years. This projection capitalizes the method of System
Dynamic Modeling. The relationships between population system, disaggregated by
age and sex, and economic system, focusing on occupation and income, were modeled
to represent the reality. Using secondary data, collected from previous surveys,
censuses, and past population projections coupled with primary data collected in
several sessions of group process, involving experts, the model was simulated and
calibrated.

Results from several rounds of simulation activity projected that in 2025
Thailand would have a total population of 70.6 million. It was shown clearly that the
age structure of Thai population would change markedly. The proportion of young
population (14 years and under) was projected to decline from approximately 25
percent in 2000 to about 18 percent in 2025. Correspondingly, the proportion of people
aged 60 years and above was projected to increase from 9.4 percent to nearly 20
percent in the same reference years. Consequently, the aged dependency ratio was
expected to continuously increase. In addition, it was expected that Thailand would
experience the highest aged dependency ratio ever recorded in 2025. This means that
the aged dependency ratio of 14.3 in 2000 would increase to 30.9 in 2025. As a
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consequence of this demographic transformation, Thailand will face the highest total
dependency ratio ever experienced, at 60.2.

Turning to the change in occupational structure by age groups, the results from
several rounds of simulation and calibration indicated that the country would be
undergoing a rapid economic transformation. As shown by the figures from simulation
exercises, Thailand would be changing from agricultural based economy to industrial
and services based economy. Furthermore, it was expected that the wind of change
created by knowledge-based economy would create more demand for independent jobs
and personal businesses. It was also noted that although the proportion of people who
worked in agricultural related or as farmers was declining, the sheer number of this
group of people in fact did not show a clear sign of decreasing at least until 2025.
The combined number of people whose occupations are in farming and in independent
work or personal business represented more than half of the total population. This
phenomenon would be visible despite the smaller and declining proportions of people
who would be employed by government agencies and the shrinking proportions of
people who would be working as farmers. At the same time, employees of private
sector showed a clear increasing trend within the next 20 years. All of these results
taken together indicated that Thailand would be experiencing a rising number of people
who are not covered by any provident fund or by any pension scheme in the near
future.

This study also found that independent workers or those who were engaging in
personal business enjoyed the highest average working lifetime earning. In
comparisons, farmers or those who worked on their own farm earned the least. For the
government employees, their average accumulated earning was higher than their
counterparts in the private sector. This was explained by their gradual increase in their
salary on an annual basis, though the starting salary of private employees was higher.
The more job security, which translated into more years of working time plus the
regular increase in salary, resulted in higher lifetime earning of government employees
than these in private sector. In general, it was projected that the personal incomes of
the Thais, particularly those who had a business of their own would increase
considerably, thus widening the tax base.

An implication derived from this study is that the government of Thailand
should create and develop an assurance fund as a safety net for the expected increasing
number of elderly persons in the country. A special effort should be made to attract
those who are currently not in the salary system to contribute to the fund. Setting up a
fund of this type is considered to be an effective strategy for stimulating economic
growth in the long run. To date, this strategy, which is similar to a provident fund, has
gained recognition as a workable scheme for providing social and economic protection
for the elderly persons in many countries. The increasing life expectancy of the Thais
makes it even more compelling to set up a protection scheme of this type for the elderly
persons. Further, it is theorized that having a fund of this type will help discipline
members of Thai society to regularly save a part of their earning for their own future.
If this is achieved, Thailand will enjoy the same benefits of being a saving society, as
currently enjoyed by Japan. Japan is considered to be a model of having both high
saving and economic growth rates. Consequently, old Japanese people have enjoyed a
well-recognized quality of life, and reasonably good health, without having to create
undue hardship on their own progeny.
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