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Motivation

• It is important for an income earner to set a self-discipline saving rate in her 
financial plan so that the long-term objective is not compromised by myopic 
consumption and immediate utility.

• A realistic and practical model for setting a self-discipline saving rate needs be 
developed.

2



Existing Recommended Rates

• The RATEs
– Berger (2013) >> a 10-percent rule-of-thumb rate

– Siritewankun (2013) >> a 30-Percent Rate

– Bank of Thailand (2014) >> a 25-percent rate

– “Practitioners” >> the rate that enables savers to “smoothen” their consumption after 
retirement.  

• Important Question
– How are these RATEs justified?
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In this study, I propose …

• A realistic and practical model for setting a self-discipline saving rate in a risk-
management framework. 

• The model is financial planning in nature, which incorporates stochastic life-time 
incomes, expenses, savings and investment returns together with mortality and 
morbidity data. 

• It sets the self-discipline saving rate such that the probability of the bequest 
being less than funeral expenses is at a pre-determined, acceptable level. 
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Important Notes

• I do not consider the minimization problem of ruin probability as in Bayraktar & 
Young (2007) because ruin is not the absorbing state. 

• The earner continues to live whether she experiences financial ruin or not. 
Instead, I consider the probability of meeting a bequest target because a person 
anticipates it (Hurd & Smith, 2001). A zero bequest net of funeral expenses is 

chosen as the target. This target ensures that a person is not in financial ruin 
at death and has enough saving to pay her terminal, funeral expenses. 

• It is important to note that most people die at old age in their retirement years 
during which their income is low or none. So if they do not leave negative 
bequest, it is not likely these people are in financial ruin during their retirement 
years either.
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Two Primary Contributions

• The model is new and able to address weaknesses of those previous models in 
the literature.

• The model is applied to estimate the self-discipline saving rates for Thai income 
earners. These estimates are Thailand’s first from a rigorous model and the 
actual data set. 
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The Model (1)

• The Dynamic of Stochastic Savings

• The Stochastic Income << This is where Morbidity and its effect comes in.

• The Stochastic Inflation << This equation drives stochastic incomes and 
expenses.
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The Model (2)

• The Stochastic Expenses << must ensure (1) subsistence level and (2) 
stochastic behavior. 

• Inflated Funeral Costs
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The Model (3)

• The Disciplined Saving Rate Ω∗ in the Risk Management Framework
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Method and Data (1)

• Method: Monte Carlo Simulation for 5,000 Scenarios

• Data: Income, Mortality and Morbidity Rates, and Investment Returns 

(See the MALE data in the PAPER.)
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Method and Data (2)

• Data: Disease-Specific Data

• Assumptions and Specifications
– Inflation Rates and Behaviors: All are Same as Thailand’s Headline Inflation.

– Subsistence Level: 9,000 baht and Inflating.

– Funeral Costs: 40,000 baht and Inflating

– Alpha: 10 percent.
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Results (1)
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Results (2)
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Some Practical Advises

• It is NOT TOO LATE for MOST Thais to start to save for their futures, even for 
those debt-ridden earners.

• FEMALE should be more careful (because, on average, they earn less but live 
longer.

• MOST Thais can be MILLIONAIREs if they start to save NOW. 

15


