
AS THE BaBY boomer generation in the US hits retirement age 
over the next few years, stretched pension funds are going to be 
faced with the double whammy of generous promises for retiree ben-
e�ts � studies show this generation will be the most dollar-rich 
generation of retirees in US history � and the costly burden of pro-
viding healthcare to millions. 

With the attendant increases in longevity and rapid medical advances 
over the past few decades, these costs have risen dramatically, calling 
into question the long-term viability of the system. Many within the 
US pension industry now believe these cost increases to be both 
unsuitable and unsustainable.

Elizabeth Kellar, executive director at the Washington, DC-based 
Center for State and Local Government Excellence (SLGE), a research 
organisation that has worked extensively on the costs of public sector 
pensions and healthcare, says studies carried out by the organisation 
showed the total unfunded liability of healthcare obligations to be 
$558 billion (£338 billion). 

�That�s a signi�cant piece of change � especially given the trend of 
funding healthcare obligations on a pay-as-you-go [PAYG] basis. But 
demographics are changing, meaning the PAYG system is not sustain-
able,� she says. 

These demographic shifts, which will see the total number of US 
workers aged 65 or over ballooning 84% from 38.8 million in 2005 to 
71.1 million by 2030, according to a report co-authored by the World 
Economic Forum, the Organisation for Economic Co-operation and 
Development and consultancy �rm Mercer, will place yet more pres-
sure on a system struggling to cope. 

Robert North, chief actuary at the New York City Of�ce of the 
Actuary, which oversees the actuarial requirements of the city�s public 
pension funds, says the question of retirement bene�ts had come back 
with a vengeance, as many state and local government �nances were 
focused on the short-term, immediate concerns of unbalanced budg-
ets. As healthcare bene�ts are not guaranteed, unlike pension bene�ts, 
they are often seen as a way to reduce costs. 

�The poor investment returns of state and local retirement systems 
of late have brought the long-term concerns about pension issues back 
into the discussions, including funding needs and possible bene�t 
cuts, at least for new employees,� he says. 

Proof of North�s observations comes from the governor of Ohio�s 
proposals � later dropped � to cut more than $2.4 billion from the 
state budget, part of which would have been funded by reducing con-
tributions to the $60 billion Ohio Public Employees� Retirement 
System from 14% to 8%. The scheme warned this would have led to 
severe cuts in healthcare bene�ts and the possible forced elimination 
of the programme within 10 years. 

Likewise, data from SLGE shows 17 states have plans to limit future 
subsidies, three plan to eliminate subsidies altogether, while a further 
16 are increasing the duration of service required to become vested in 
their healthcare programmes. 

However, the �scal constraints on many states and companies imposed 
by the economic crisis have only pushed the agenda forward, rather than 
causing new problems. Many funds were already looking at the issue, as 
rising costs make it increasingly dif�cult for schemes to honour their 
healthcare obligations.
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The US pension sector is having to cope not just with the increased cost  
of retirement provision but also the attendant healthcare obligations many 

schemes are under � liabilities that must now be accounted for upfront. 
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