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SOCIETY OF ACTUARIES
Antitrust Notice for Meetings 

Active participation in the Society of Actuaries is an important aspect of membership. However, any Society activity 
that arguably could be perceived as a restraint of trade exposes the SOA and its members to antitrust risk.  
Accordingly, meeting participants should refrain from any discussion which may provide the basis for an inference 
that they agreed to take any action relating to prices, services, production, allocation of markets or any other matter 
having a market effect.  These discussions should be avoided both at official SOA meetings and informal 
gatherings and activities.  In addition, meeting participants should be sensitive to other matters that may raise 
particular antitrust concern: membership restrictions, codes of ethics or other forms of self-regulation, product 
standardization or certification.  The following are guidelines that should be followed at all SOA meetings, informal 
gatherings and activities:

•DON’T discuss your own, your firm’s, or others’ prices or fees for service, or anything that might affect prices or     
fees, such as costs, discounts, terms of sale, or profit margins.
•DON’T stay at a meeting where any such price talk occurs.
•DON’T make public announcements or statements about your own or your firm’s prices or fees, or those of 
competitors, at any SOA meeting or activity.
•DON’T talk about what other entities or their members or employees plan to do in particular geographic or product 
markets or with particular customers.
•DON’T speak or act on behalf of the SOA or any of its committees unless specifically authorized to do so.
•DO alert SOA staff or legal counsel about any concerns regarding proposed statements to be made by the 
association on behalf of a committee or section.
•DO consult with your own legal counsel or the SOA before raising any matter or making any statement that you 
think may involve competitively sensitive information.
•DO be alert to improper activities, and don’t participate if you think something is improper.

If you have specific questions, seek guidance from your own legal counsel or from the SOA’s Executive Director or 
legal counsel.
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Presentation Disclaimer
Presentations are intended for educational purposes only and 
do not replace independent professional 
judgment. Statements of fact and opinions expressed are 
those of the participants individually and, unless expressly 
stated to the contrary, are not the opinion or position of the 
Society of Actuaries, its cosponsors or its committees. The 
Society of Actuaries does not endorse or approve, and 
assumes no responsibility for, the content, accuracy or 
completeness of the information presented. Attendees should 
note that the sessions are audio-recorded and may be 
published in various media, including print, audio and video 
formats without further notice.
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Part	1
The	Good	News
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The United States is and will remain the 
youngest of the major developed countries. 

Source: UN Population Division (UN, 2013)
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The U.S. public old-age dependency burden 
is not large by developed-world standards.

Total	Public	Benefits	to	the	Elderly	(Aged	60	&	Over)		as	a	Percent	of	GDP	in	
2010	and	2040

Public Pensions Health Benefits Other Benefits Total Benefits

2010 2040 2010 2040 2010 2040 2010 2040

Australia 3.7% 4.7% 3.0% 5.5% 2.3% 3.1% 9.1% 13.4%

Canada 4.0% 5.4% 4.3% 9.0% 1.0% 1.4% 9.3% 15.8%

France 12.6% 13.6% 4.7% 9.0% 1.3% 1.7% 18.6% 24.3%

Germany 10.3% 12.4% 4.7% 8.9% 1.9% 3.0% 17.0% 24.3%

Italy 13.9% 15.0% 3.9% 7.9% 2.2% 2.7% 20.0% 25.7%

Japan 9.3% 10.5% 5.2% 9.8% 0.6% 0.6% 15.1% 20.9%

Netherlands 4.6% 8.6% 3.4% 8.3% 2.2% 2.9% 10.2% 19.8%

Sweden 7.5% 8.4% 5.2% 7.3% 2.6% 3.5% 15.2% 19.3%

UK 7.5% 7.9% 4.6% 8.7% 1.9% 2.3% 13.9% 18.9%

US 4.8% 6.4% 5.1% 11.0% 1.2% 1.1% 11.1% 18.5%

Source: GAP Index, 2nd Edition (CSIS, 2013) 7



Despite relatively modest government benefits, 
the relative living standard of the typical U.S. elder 
is remarkably high by developed-world standards.  

Source: GAP Index, 2nd Edition (CSIS, 2013)
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One Reason for High Elderly Living Standards: 
America’s Large Funded Pension System

Funded	Pension	Benefits	as	a	Percent	of Median	
Elderly	Income	and	GDP	in	2010*

Percent of Income Percent of GDP

Australia 15% 4.5%
Canada 33% 5.6%
France 1% 0.3%
Germany 5% 0.8%
Italy 5% 1.1%
Japan 14% 2.6%
Netherlands 30% 4.9%
Sweden 10% 1.9%
UK 18% 3.9%
US 31% 5.9%

*Income refers to the third quintile of the elderly income distribution.

Source: GAP Index, 2nd Edition (CSIS, 2013) 9



Elderly	Labor‐Force	Participation	Rate	by	Elderly	Age	Group,	1990‐2010

Aged 60‐64 Aged 60‐74

1990 2000 2010 1990 2000 2010

Australia 33% 34% 52% 22%* 25%* 40%*

Canada 37% 36% 51% 20% 19% 32%

France 14% 11% 19% 8% 5% 10%

Germany 21% 22% 44% 12% 11% 18%

Italy 22% 19% 21% 12% 10% 11%

Japan 56% 56% 61% 44% 41% 44%

Netherlands 15% 19% 39% 8% 10% 23%

Sweden 58% 53% 65% 25% 26% 34%

UK 38% 38% 46% 19% 19% 27%

US 45% 47% 55% 27% 30% 39%

*Data refer to population aged 60‐69.

Source: Labor Force Statistics Database (OECD, 2013)

Another Reason for High Elderly Living Standards: 
America’s High Rate of Elderly Labor-Force Participation
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Part	2
The	Bad	News

11



Although the United States will not age as much 
as other developed countries, its large Baby Boom 
means that it will age more rapidly than most.
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America’s high rate of health-care cost growth 
will act as a multiplier on demographic aging.
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One Result: A Large Fiscal Shock
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Another Result: A Large Labor-Market Shock 
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Part	3
The	Workforce	Management	

Challenge
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U.S. elderly labor-force participation bottomed out 
in the 1980s and 1990s has been rising ever since.
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The upward trend in elderly labor-force participation 
accelerated during the “Great Recession.”
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Retirement expectations surveys suggest that a 
large additional increase in elderly labor-force 
participation rates may now be in the pipeline. 
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1. Longer Work Lives. Longer work lives are good for the federal budget, good 
for the economy, and, according to most gerontologists, good for the elderly 
themselves.  At the economy‐wide level, it is a fallacy that older workers 
compete with younger workers for scarce jobs.  Yet at the firm level, this may 
well be the case.  How do we balance the workforce management needs of 
firms against the broader policy needs of our aging society?

2. The Shift from DB to DC. From a macro perspective, the shift from DB to DC 
pensions is also a positive development.  Yet once again, there is a conflict 
between the workforce management needs of firms and broader policy 
goals.  How do we balance the need of firms to time retirement decisions 
with the need of society for a retirement system that encourages longer work 
lives, treats workers of all ages fairly, and facilitates job mobility? 

3. Older Worker Productivity. Although rising elderly labor‐force participation 
has important macro benefits, older workers are not perfect substitutes for 
younger workers.  As the median age of the U.S. workforce rises, how can we 
ensure that it remains mobile, entrepreneurial, and globally competitive?

Three Policy Conundrums
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MERCER

Retirement and benefit program designs are usually viewed through the 
lens of Finance

• Decisions are made on the basis of:
– Expense
– Liability and Risk

• But it is labor productivity that drives true labor cost

• And it is workforce alignment that ultimately determines the contribution of 
an organization’s workforce to business value 

• Unfortunately, few organizations quantitatively assess the workforce 
impact of such retirement and benefit plan decisions

• As such, these decisions do not account for the likely effects on labor 
productivity or on the ability of organizations to secure the workforce they 
need to support business goals 
– They are unable to gauge the true costs and human capital risks 

associated with these decisions

22
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MERCER

Situation

• Large, branded company facing slow growth, almost all of which is driven by emerging markets, looks 
to develop a people strategy that fosters greater customer knowledge, faster, better innovation and 
stronger workforce diversity

• The company has traditionally built its talent from within, successfully relying on a premium rewards 
and employment package, to get talent to come and stay

• The company closed its DB plan in the late 1990s  

Presenting Problems

• Company experiencing significant back-up in its talent flows as more senior employees delay 
retirement due to erosion of wealth in retirement plans and high uncertainty about their ability to 
supplement retirement income from work in a weak economy. 

• Absent business growth, this back-up in retirements blocks progression of more junior talent, stalling 
our careers and generating incentives for higher performers or the more marketable among them to 
leave prematurely.

Implications

• Low “velocity” of movement, created in part by the existing retirement program is antithetical to 
successful realization of the company’s “Build” strategy with serious negative consequences to their 
business

• In this instance, a retirement program that delivered incentives for retirement eligible employees to 
leave, would outperform one whose incentives are completely disconnected from tenure

24

Case Example 1: confronting the adverse impact of a loss of incentives 
to retire at a Global Consumer Products Company

© 2014, Mercer Human Resource Consulting LLC
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Limited incentives to retire - in the context of low growth and a “build” 
talent strategy - result in low internal labor market velocity, significant 
career choke points, and a serious drain of top talent
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• Each delay in retirement can 
block 5+ jobs.

• If 4% of your population is 
retirement eligible and half 
of those people choose to 
delay retirement, 10% of 
your employee population 
would experience promotion 
blockage.

• This means 1000 employees 
would experience promotion 
delays in a 10,000 employee 
firm.

The Unintended Consequences of an Ineffective Retirement Program

26
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The Unintended Consequences of Retirement Program Changes

Measurement
is

Power

Delayed
Retirements

Early/Mid-
Career 

Turnover
Intangible
Damage
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Potential/
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Health Care
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Labor
Cost

27
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Case Example 2: confronting the adverse impact of an erosion of 
employees’ return to tenure in a Global Professional Services Company

Situation

• Company, under financial pressure with growth stalled and stock price imploded, is focused on developing 
an effective talent strategy to strengthen business performance

• With a business strategy that emphasizes highly differentiated service offerings and customer focus, the 
company orients to a “build” (rather than buy) talent strategy

Workforce Analysis Findings

• Years of pay containment and freezes, combined with significant pay premia for new hires, has produced a 
steeply negative “return to tenure” for incumbent employees – each year of service significant reduces 
relative pay

• This is compounded by a significant deterioration of value of employee 401k plans and virtual obliteration of 
option values for company executives

• Turnover patterns show short and long terms incentives have no retention value; overall sensitivity of 
turnover to labor market conditions is high and rising – suggesting an eroding value proposition 

Implication

• In this context, financially driven consideration of opportunities to further pare back combined DB and DC 
plans appear ill-advised

• Could this company really afford to weaken or eliminate the only component of their reward system that 
attributes value to tenure and which differentiates their employment package? 

• What adjustments to retirement programs/plan design better support the company’s Build talent strategy?

© 2014, Mercer Human Resource Consulting LLC
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. . . And despite hard evidence that having more seasoned employees in 
customer facing roles was the single largest predictor of revenue growth 

1-year growth in revenue

Breadth of relationship
Delivering one additional service to customers 

Stability of relationships
Increase in dedicated staff serving customers
Reduction in the turnover of seasoned people
Reduction in voluntary turnover

Key personal attributes
Increase average performance rating
Increase in the tenure of customer service 
employees

Diversity
Increase in the percentage of non-whites
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Situation

 Regional hospital system with multiple facilities varying from large hospitals to local clinics with 
different mix of services and patients

 Facing margin pressures from increased competition and reduced Medicare and health insurance 
reimbursements

Presenting Problems
 Organization focused on findings ways to reduce labor cost  – decides to cut pay and benefits costs

 Intensive benchmarking and re-engineering finds major cost saving opportunities, including such 
actions as:

 Greater utilization of “lower-cost” part time employees

 Reducing middle management

 Clamping down on overtime

Implications

• While part-timers “cost” less than full-timers, the negative effects on workforce productivity of heavy 
part-time utilization drive up true labor cost. New staffing mix actually destroys economic value

• Expense reduction doesn’t always lead to cost reduction: failure to assess workforce impact leads to 
sub-optimal decisions that undermine business performance

31

Case Example 3: Looking beyond cost control to value creation when 
confronting declining margins

© 2014, Mercer Human Resource Consulting LLC
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Implications of these persistent effects are profound:

− The effects are much more sizable, stable, and enduring than ever realized

− They are dominated by human capital issues

− A powerful human capital strategy provides a sustainable competitive advantage – unlike the 
effects of capital and technology which appear to be much more easily competed away

Human capital factors play a key role in driving workforce productivity 
and other performance outcomes - as in this healthcare organization 
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33

Each dot represents an operating unit’s performance for a given year over an eight year period. Controlled for wages, capital intensity, share of 
overtime hours, turnover, and product mix.  
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Over-utilization of part-timers was associated with productivity losses 
worth about 3% of its annual revenues

This example provides a cautionary tale for companies thinking of moving 
employees to part-time status in face of the Affordable Care Act
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Costing the problem:
the expense view
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By forecasting the evolving profile of its internal labor market, this 
company could gain insights on where its workforce was heading and the 
implications for compensation and benefits cost

The number of employees on the ILM Map at the right are the “expected numbers” given the 
current workforce and existing hiring, promotion, retention and transfer practices.
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The information from an ILM can be used to develop a “simulator” to play 
out future workforce scenarios and what they mean for labor cost

Results
are

shown
here

The user
controls

these inputs
for each

simulation
period

The changing
internal labor

market dynamics
are shown here

Disguised case example

© 2014, Mercer Human Resource Consulting LLC



MERCER

Costing the problem:
the behavioral impact and productivity view
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Measure and understand the impact of low velocity and choke points on 
employee turnover
In this organization career velocity – promotion and lateral moves – is 
the single biggest driver of retention

Analysis of actual turnover behavior

Such quantitative estimates enable the organization to determine how 
reduced promotion opportunities affect voluntary turnover

© 2014, Mercer Human Resource Consulting LLC
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Impact: Reduction in the Likelihood of Turnover
0% 10% 20% 30% 40% 50% 60% 70% 80%

participates in 401(k)

Participates in health benefits programs

MIP eligible

received pay adjustment

10% pay difference

Rewards and benefits

received no disciplinary actions

rated “achieved expectations”

has not taken leave of absence

not transferred

has not been "reclassified" to a lower level

at a higher level than when hired

received a promotion

Career events 

Measure, where possible, the direct impact of benefits programs
In this organization learned that participation in health benefits programs 
strongly influenced employee retention

Factors influencing turnover

39© 2014, Mercer Human Resource Consulting LLCDISGUISED CASE EXAMPLE
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In this health services organization, older and more tenured employees 
are far less likely to quit as are those who report to more seasoned 
managers
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This matters a great deal from an organizational productivity perspective, 
because the cost of turnover is extremely high, across all job families
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At this large consumer products company, older workers face a significant 
fall-off in career advancement and ratings, even as they are far less likely to 
turn over, all else being equal: + 5 years

above average age

Older employees are paid 
modestly more though year-to-
year pay growth decelerates 
relative to younger peers, a 

phenomenon generally observed 
across labor markets
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DISGUISED CASE EXAMPLE
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Identify and measure the crossover point between employee productivity 
and employee costs to determine optimal time to exit or change roles
The productive value of tenure at this distribution company is exceeded by 
employee costs after about10 years of service 
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Inflection point, where cost 
exceeds productivity
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Developing solutions: 
an “option-value” approach to designing 
retirement incentives 
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Option value models provide a framework for measuring incentives to 
retire, informing pension plan design

• Option value models are formal ways of representing the utility (value) to an 
individual of continuing to work versus retiring

• A firm’s pension plan provisions are important elements in such a model
– Other elements include, at a minimum, current employment earnings, age, and 

life expectancy
– Further, option value models can include such things as expectations of future 

earnings through work, net worth, discount rates, health, and other factors 
potentially relevant to retirement decisions

• Option value models can be applied to assess whether an employer’s pension 
plan is creating values for working v. retiring that are consistent with tenure –
performance relationship
– So, for example, some pension plans may encourage excessive tenure while 

others may not encourage enough tenure … relative to the value of tenure to the 
enterprise
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Two approaches to identifying the factors that influence retirement 
decisions at your organization – one relying on what employees SAY, 
the other relying on what they DO
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Importance scores are scaled so that the average score is 100.

While access to company-sponsored medical 
coverage is the single most important factor 

influencing the choice to retire ….

Many factors can influence the choice to retire – hypothetical SAY example
Identifying the factors that actually influence retirement decisions is 
essential to designing the right solutions for “on time” retirement

Average importance

… Career considerations – upward mobility, level, 
span of influence – also are driving that choice 
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-10%
-4%

3%

-2%
4%

9%
-6%

3%
-22%

-8%

-51%
-30%

-18%
8%

55%

-60% -40% -20% 0% 20% 40% 60%

Training: General Skills
Training: Firm-specific Skills

Higher Promotion Rate in Group (+10%)
Higher Turnover Rate in Group (+2%)

More Tenured Group (+2.5 years)
Highly Rated Supervisor

More Tenured Supervisor
Supervisor with Higher Span of Control (31+)

Higher Total Compensation (+$8500)
Higher Base Pay Growth (+3%)

Higher Total Compensation Growth (+6%)
Received Overtime Pay

Higher Overtime Pay (+$7500)

Received Education Allowance
Education Allowance (+$10,000)

Received Home Loan
Received Higher "Benefits Pay" (+$2000)

Received Relocation Allowance

Percentage difference in probability of early retirement

More likely to retireLess likely to retire

This global company statistically estimated the drivers of actual decisions to 
retire early – an actual DO example

Education, training, pay growth and overtime helped delay retirement whereas higher 
compensation/security generally fostered it

The models on which these results are based control for individual attributes and organizational factors.  All effects are significant at 
the 5% level unless otherwise noted.
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Finding the optimal design for inducements to retire “on time”  

49

• Many other factors can influence the choice to retire, such as:
• The age at which one’s peers are retiring
• Employee health status
• Health status of dependents
• Retirement status of spouse / partner
• Economic conditions 
• Type of dependents / caregiving responsibilities

• For example, children versus adults

• “Option value models” can be applied to assess whether the 
inducements to retire – including pension plans 401(k)s – are, in the 
your organization context, encouraging the right amount of tenure

• That is, are they encouraging “on time” retirements, neither too 
early nor too late for the business  
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Finding the optimal design for on-time retirements 

51

Answer three key questions:

1. What is the true cost of delayed retirement for the organization?

2. What is the value of tenure to the business(es)?

3. Is the value of tenure to employees properly aligned with its 
value to the business(es)?

And use that information coupled with data on actual retirement 
choices to resolve the third question:

4. What is the optimal design of inducements for “on-time” exits from 
the workforce?

With strong workforce analytics, you can bring innovative approaches to solution 
design and implementation, to best serve your organization’ s business interests
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Characteristics of an Effective 
Program

• Efficiently enables employees to 
be financially able to retire

• Encourages employees to exit 
the company when they and/or 
the company are ready for exit

• Promotes a healthy workforce 
cycle with desirable promotion 
and exit rates

Retirement Program Effectiveness

Importance to the Company

• Effectiveness is less relevant to 
companies that have few 
employees reach retirement

• If a significant number of 
employees retire from the 
Company, effectiveness can 
have a significant positive or 
negative impact on business 
results

• To gauge the workforce impact, 
look at the percentage of 
employees with 5 years of 
service staying until retirement
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Potential Ways To Improve Effectiveness

53

• Targeted communication to DC plan 
participants

• DC design changes:
- Auto-enrollment/escalation
- Target-date funds
- Age or service-weighted contributions

• Low-risk DB benefits:
- Variable pre-retirement annuity
- Long bond investment strategy

• DC income menu
• DC to DB rollovers

Accumulation

Education

Spend-down
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In the age of big data, there is no longer an excuse for ignoring how 
retirement and benefit plan changes will affect the workforce 

• Growing availability of digital data on your workforce and business 
performance and the emergence of the new discipline of “workforce 
sciences” makes possible direct measurement and modeling of likely 
impact

• Predictive modeling tools and methods help connect human capital 
management to business performance

• Reliance on qualitative methods alone  - what people SAY – can be 
misleading; you need to examine what employees and employers actually 
DO

• Understanding the dynamics of your “internal labor market” and how 
specific programs and policies affect them is key to anticipating impact and 
avoiding unintended consequences

54

Applying this new discipline will improve the decision process around 
retirement and benefit plan design
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Questions?
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Please remember to complete the 
webcast evaluation:

http://soa.qualtrics.com/SE/?SID=SV_eyRHONs2bbTL3N3

Webcast attendance confirmation code:

Note - This code will need to be included in the EA request form. It will be 
provided on this slide as well as verbally at the end of the webcast.


