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The Ageing Global Workforce
Most of us are living longer and
longevity is rising at an ever-increasing
rate. Extrapolate the current trends and
it’s easy to believe that immortality is
just around the corner! Closely linked to
improved mortality is the growing trend
for people to remain in employment
well past traditional retirement ages. In
this article I would like to take a look
at the demographic changes that are
taking place, the likely impact of these
changes on employee benefits, and the
opportunities that these may bring for
businesses in the future.
Employee benefit consultants Lane
Clark Peacock have recently released their
2014 Global Benefits Update, which
highlights that life expectancy increases
witnessed in the first ten years of the
millennium outstripped the increases
in the preceding 20 years. The report
shows that the Australians, Japanese and
Swiss appear to be living longest and on
a forecast basis the French seem to be the
bookies’ favourite. However, disparity in
the mortality assumptions in different
parts of the world is highlighted in the
report as cause for concern and I’ll come
back to that later.
Meanwhile, Towers Watson has
published a report it commissioned from
The Economist Intelligence Unit entitled
"Is 75 the new 65?" The Intelligence
Unit surveyed 480 senior executives at
companies across Europe and 71% of these
expect the proportion of their workforce
aged over 60 to increase in this decade,
with 22% saying this change would be
significant. The greying of Europe is
well observed – German businesses in
particular face significant demographic
change and a shortage of skills looks
to be inevitable. That said, employers
appear to be positive about the prospect
of employing an ageing workforce and are
already looking at ways to adapt working
patterns to suit older workers.
Before moving on to the possible
impact of these changes on businesses
and their employee benefits, let’s consider
whether this change is both global and
industry-wide. Well, improving longevity
is unquestionably a global trend driven
by major improvements in health and
medical advancement, with the only
region not demonstrating any marked
improvement in the past 50 years being

Eastern Europe. Bear in mind that some
regions, such as Africa, are coming
from a very low starting point with life
expectancy in Sierra Leone, for example,
remaining below 47. In China, United
Nations data suggests that 8.50% of the
population is currently over the age of 65,
but this is forecast to rise to 24% over the
next 40 years. Concern over the economic
implications of this shift is certainly a key
factor in the decision to relax the one child
rule. As for the greying workforce, this is
particularly pronounced in the developed
economies of Europe, the US, Australia
and Japan. For the emerging economies
of India, Mexico, Brazil and Indonesia,
this is much less of a concern and this
disparity between countries may give
some indication of likely future trends in
global mobility.
So the ageing population is pretty much
worldwide, but is the trend towards a greying
workforce happening across all industry
sectors? Well, it would seem that certain
sectors of the workforce are faced with a
much more acute problem than others, and
this also partially explains the particularly
acute problem in certain countries.
Let’s take Germany as an example with its
traditionally strong engineering sector. Faced
with a decline in younger, adequately skilled
recruits, German industry has little choice
but to embrace their older, skilled employees
and to offer appropriate incentives for them
to remain in employment. It’s a similar story
in the oil and gas industry where a skills
shortage among younger employees has
arisen largely as a result of a contraction in
that industry in the 1980s. An interesting
statistic to consider in this context is that,
according to the World Petroleum Council,
US universities turn out around 43,000
lawyers every year, but only 430 geologists.
The IT and finance industries
have fared much better as the career
destination for graduates in recent times,
both in terms of the local workforce and
also in respect of mobile employees from
developing economies such as India. In
the US, the public sector faces a potential
crisis in certain sectors, such as health
and education as the workforce hurtles
toward retirement age. In the state of
Pennsylvania, 47% of the education
workforce will be eligible to retire within
four years. For health services the number
is 37% and while for transport the number

falls well below 30%, it’s nonetheless a
concern for the organisations faced with
retaining or replacing these employees.
Having looked at some of the changes
that nations and industries face, let’s
now consider some of the problems that
this demographic shift poses for global
businesses and their employee benefits.
The LCP Global Benefits Update
2014 raises the spectre of very significant
balance sheet surprises for global firms
operating defined benefit plans. It
highlights the very different assumptions
currently being used in different countries
with regard to longevity. It points out,
for example, that if Germany, the US
and Japan adopted the same mortality
assumptions as France, the liabilities
would be around 10% higher than is
currently the case, potentially increasing
liabilities shown on company balance
sheets by many tens of billions. A more
global perspective on longevity, the report
concludes, is increasingly needed.
It’s not just pensions that are of concern
to employers. While longevity is ever
increasing, chronic illness does not
appear to be declining at the same pace.
Yes, fewer people are dying from chronic
ailments such as heart attacks, but more
and more people are living with these
conditions and the incidence of chronic
illness increases significantly with age.
This has serious financial implications for
the cost of health care and risk benefits
for employers. The Towers Watson report
"Is 75 the new 65?" points out that 43%
of the senior executives surveyed expect
the demand for employee benefits in later
life to grow and 55% expected the cost of
this to fall upon employers.
At Zurich we are seeing increasing
numbers of requests from employers
to continue to provide life and income
protection benefits for employees
post their ‘normal’ retirement age and
increasingly into their 70s. The cost of
providing cover for this older group,
particularly for health, disability and
income protection benefits, escalates
rapidly and in some cases, perhaps due
to existing chronic conditions, obtaining
cover at any price from insurers can be a
challenge.
A further consideration here for
employers is the situation with state
benefits. In some parts of the world there
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remains a strong expectation that the state
will provide for sickness and retirement.
This view will be increasingly challenged
as governments push back their retirement
ages and struggle to cope with burgeoning
healthcare costs. In Germany, Spain and
Greece, the state pension age is moving
from 65 to 67, while plans are already in
place in the UK and Ireland for this to be
68 within less than twenty years.
It strikes me that globally mobile
employees in particular will be affected by
this trend. Already finding it difficult to
maintain a meaningful record within any
one country’s state system, these people are
even more dependent upon support from
their employer. Providing private healthcare
and meaningful retirement savings for this
group will become increasingly important
and it’s often the very industries we’ve
flagged as having the greatest problem –
energy and engineering, for example – that
rely heavily upon the expatriate and mobile
community.
So what can companies do to capitalise
on the benefits of retaining experienced
and skilled employees, while at the same
time managing the potential burden
of benefit costs? "Is 75 the new 65?"
concludes that adapting work to suit older

workers will have a knock on benefit for
all employees. Yes, there will be a demand
for more benefits, but also for greater
choice over benefits, working hours or
working from home. It also suggests that as
Europe recovers from the economic crisis
companies will shift their focus away from
cost control to the effective management of
their global talent. With this, in my mind,
comes a need to revitalise the pensions and
savings benefits of the globally mobile and
expatriate community.
LCP’s Global Benefits Update 2014
recommends that employers look at
the options of sharing the longevity
risk with employees through innovative
benefit design or by switching to defined
contribution savings plans. There are
already effective solutions in place for
retirement savings for mobile workers
which offer a single pension pot, multicurrency options, access to global
investment options and low charges, but
it’s likely that even more flexibility will be
needed to reflect the changing working
patterns in some industries.
Health and risk benefits may prove
more challenging in this respect and
as a result there is likely to be a much
greater emphasis placed upon the health

of employees than has yet been the case.
Although frequently part of flexible
benefit schemes today, will regular medical
examinations and education around
lifestyle and diet become more central and
heavily promoted by employers as part of
a drive to manage costs among their older
employees? Will the decline in workplace
facilities, such as gymnasiums, sports
facilities and social clubs be reversed in an
effort to keep employees fit and well? Will
job share become more prevalent, as older
workers seek partial retirement?
Longevity and the greying of the
workforce will bring both challenges
and opportunities for employers. Benefit
design will need to change, as will
flexibility around the working day - and
interesting times lie ahead for HR and
compensation and benefits managers.
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