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Both global mobility and employer-
sponsored pension schemes are under-
going great change. Overseas assign-
ments have increased by 25% in the 
last ten years and, according to the 
PWC survey Talent Mobility 2020 and 
beyond, are predicted to rise a further 
50% by 2020. And it’s not just that glo-
bal mobility is on the increase – origins 
and destinations are also changing, as 
is the nature of the benefit package 
for mobile employees. Here I’d like to 
take a look at some of these changes 
and the implications they may have 
for employer-sponsored pensions and 
long-term savings plans. 

European nations have been sending 
their people overseas on long-term assign-
ments for hundreds of years. The Spanish, 
English, Portuguese and Dutch in particu-
lar reached out to Africa, the Far East and 
the Americas in the 17th Century and the 
connection with overseas travel and pen-
sions starts around then too, with the first 
known pension scheme being established 
for Royal Navy Officers in the 1670s.  

By the 1970s international assignments 
were largely about multi-national compa-
nies based in Europe and the USA send-
ing their most highly skilled and senior 
employees to the Middle East and Far East 
to develop and manage their burgeoning 
business operations there. Typically these 
assignments would be for two to five years, 
incentivised by a very attractive expatriate 
benefit package, after which the employee 
returned home. Also typical would be 
membership of a defined benefit pension 
plan which the employee would remain 
in while overseas. Membership of defined 
benefit pensions peaked around this time 
with, according to a 2012 Pension Policy 
Institute (PPI) report, around 8 million 
active members in these plans in the UK 
in 1967. By 2011 this had declined to just 
1.6 million active members.

Until A Day (6 April 2006, the 
introduction of so called ‘pensions 
simplification’), membership of UK 
occupational schemes for expatriates was 
restricted to 10 years, but few overseas 
assignments lasted this long and they were 
often interspersed with long periods back 
in the UK. And if longer assignments 
were envisaged, UK companies had 

the option of offering membership of a 
scheme established under Section 615 
(6) Income and Corporation Taxes Act 
1988, commonly referred to as a Section 
615 plan. In the run-up to A Day, the 
Government did consider scrapping 
Section 615 plans as the ten-year limit on 
membership of occupational plans was 
removed under the simplification changes, 
but this would have been a great loss given 
the rapid decline in occupational pensions 
in the UK.  

For many European and US-based com-
panies the traditional expatriate model still 
exists, but for a number of reasons it is on 
the decline and a new era of global mobility 
has begun. That is not to say that expatri-
ate numbers are declining, indeed as men-
tioned at the start, these are very much on 
the increase, but the trend, at least among 
US and Western European companies, has 
been away from short-term assignments to 
longer-term placements. 

The main drivers of the changes in 
the face of overseas assignments are cost 
reduction and the rise of talent from the 
emerging markets. 

The cost challenge
Companies are increasingly reluctant to 
fund traditional expatriate packages and 
often now opt to localise their overseas 
assignees, with salary, pension, health-
care and other benefits being set at lev-
els similar to the local market. Increas-
ingly members of occupational pension 
schemes are unable to remain in them, 
instead they are offered membership of 
inappropriate local pension schemes.

Withdrawal from the home pension 
scheme can be for more complex reasons 
– for example to avoid creating a cross-
border pension scheme. Under the EU 
cross-border regulations, occupational 
pension schemes based in an EU coun-
try with members in another EU coun-
try must apply for cross-border status. 
They must then create separate country 
sections and meet the social and labour 
laws of each of these country sections. In 
addition, defined benefit schemes must 
be 100% funded if cross-border, a very 
significant problem for many schemes as, 
after years of relatively flat markets and 
the global economic crisis, the average 

defined benefit scheme in the Western 
World is currently 20% underfunded.

Setting aside this particular challenge, 
occupational pension schemes, especially 
defined benefit schemes, are in sharp 
decline anyway due to improving mor-
tality rates and the increasing legislative 
burden. They are rapidly being replaced 
by group personal pension plans, in real-
ity individual pension plans which bring 
their own problems for overseas assign-
ees, such as the five-year limit on making 
contributions after leaving the UK. While 
this may seem to be a particularly UK per-
spective, many other countries have their 
own restrictions, limitations and pressures 
within their pensions systems – for exam-
ple, 80% of Irish defined benefit schemes 
are underfunded and the position is little 
better in Canada and the US.     

So, we have the traditional expatriate 
model under pressure due to cost and 
the changing shape of pension provision 
across Europe. Despite this, multination-
als still need to send their experienced 
and skilled people to countries where 
their business is expanding. While com-
prehensive expat packages may not be 
what they once were, benefits remain 
high on the agenda of these mobile 
employees and pension needs must still 
be met by the employer, whether this is 
driven by employment contracts, a global 
benefits strategy or recruitment and reten-
tion issues. And local pension solutions 
are often not the answer as, particularly 
outside of Western Europe and the US, 
they may have low contribution limits 
and investment restrictions such as statu-
tory requirements to invest in local Gov-
ernment bonds or investment funds.  In 
addition, building up a pension in coun-
tries other than where you intend to retire, 
perhaps in a weak currency, is simply not 
attractive. For international HR and com-
pensation and benefits teams, these trends 
and challenges are making it increasingly 
difficult to provide good quality pension 
benefits for overseas assignees. But there 
are solutions available. 

The rise of the developing 
world
The other major factor impacting the 
issue is the rapid growth in talent and 
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mobility from the emerging market 
economies such as India, China and 
Brazil. The model here is very different 
to the traditional expat and raises many 
new challenges for the HR department of 
a multinational company.

This employee is typically younger than 
the traditional expatriate and sees working 
overseas as an essential part of their career 
development. They are likely to be more 
nomadic, readily expecting and happy to 
move from country to country through-
out their career, many with no intention of 
ever returning home. They are likely to be 
highly skilled, much sought after and less 
likely to be committed to one employer, 
being as readily mobile between employ-
ers as they are between locations. Many 
will target Western Europe and the US to 
develop their career, but will equally look 
to the developing world for opportuni-
ties, whether that is the South and Cen-
tral Americas, Africa or the Far East. 

This new emerging global talent is 
unlikely to have membership of an occu-
pational pension and is very unlikely to 
be in a defined benefit arrangement. 
They will be younger and may be from 
a background where it is traditional and 
expected that the younger generation 
will support the older generation back 
home and so cash may be a much stronger 
driver than benefits. This makes retention 
more difficult as they move on for the 
promise of more ready income. Impor-
tantly, though, they will fare badly from 
local pension and social security systems, 
which typically lack portability, resulting 
in a string of small deferred benefits across 
a number of countries. Pensions should 
therefore remain one of the key elements 
of a good benefit package, not just for 
the employee’s sake but also to satisfy the 
increasing pressure on multinationals to 
be socially responsible and to have a glo-
bally consistent approach to benefits.

Interestingly, it was the retention of 
experienced employees that was one of the 
biggest drivers in the growth of defined 
benefit occupational pension in the West 
in the 50s and 60s, but their demise looks 
highly unlikely to be reversed as longev-
ity continues its upward trend. Even those 
multinationals that still operate defined 
benefit schemes have largely closed them 
to new members. The National Associa-
tion of Pension Funds (NAPF) Annual 
Survey of 2011 quotes that just 19% 
of UK defined benefit schemes are still 
open to new members and increasingly 
such schemes are ceasing future accrual 

for existing members. It seems unlikely 
then, that occupational pensions, particu-
larly defined benefit schemes, will be the 
answer to retaining this emerging mobile 
talent. Instead, companies will need to be 
increasingly flexible and creative in the 
design of reward and benefit packages. 

Flexibility and Creativity
So what would an ideal solution that could 
meet the needs of the new world of talent 
and the more traditional expatriate model 
look like? Perhaps it would allow member-
ship of any nationality, living and working 
in any country. Contributions would be 
in any currency and investment could be 
made into a world-wide range of invest-
ment funds. Contributions would attract 
tax relief in the country of residence, 
growth would be tax-free and the entire 
proceeds could be withdrawn as a tax-free 
lump sum on retirement or withdrawn as 
a regular income, again in any currency. 
Perhaps up to 50% of the fund could be 
drawn down earlier, to pay off a mortgage, 
for school fees or whatever the individual 
wishes. There would be no limits on what 
the employer or the employee could con-
tribute to the plan and no lifetime allow-
ance restrictions. Payments in would also 
avoid local social security charges and pro-
ceeds would avoid any form of inheritance 
tax. The only restriction would be that 
employers could build in vesting scales to 
enable them to use the plan as a recruit-
ment and retention tool – so, for example, 
the employee would only become entitled 
to the company’s contributions after five 
years of continuous service.

Is this pure fantasy? No - in fact it 
already largely exists, at least for our 
intrepid overseas assignees, and it’s called 
an international pension plan. Okay, 
tax relief on contributions doesn’t apply, 
although in fact it might. For example, 
if the company has a UK arm and sets 
up the international pension plan under 
Section 615 (6) of ICTA 88, as mentioned 
earlier, then contributions are deductible 
against Corporation Tax and no National 
Insurance contributions fall due. Growth 
is certainly tax-free and a lump sum is 
possible instead of the taxable income that 
applies under many pension systems. The 
lump sum may also be free of income and 
inheritance taxes,  depending on when and 
where the benefits are withdrawn. Again, 
Section 615 plans can create this for people 
retiring in the UK, and other international 
plans may create a similar result for people 
living and retiring elsewhere. Everything 

else suggested in my ideal solution 
is actually entirely feasible under an 
international pension plan. You may know 
these plans as international retirement 
plans, or perhaps just as offshore savings 
plans, but they are a much underrated, 
flexible tool in the HR armoury.  

Returning to the new generation of 
globally mobile people, let’s consider 
again the main problems. These peo-
ple are younger and more likely to be 
attracted by cash than tying up money 
in a series of pensions as they move from 
country to country. The employer, how-
ever, needs a way to retain them other 
than by simply increasing pay. The inter-
national pension can be positioned as 
similar to cash in that benefits can be 
taken as cash in the future. The company 
can create its own rules around withdraw-
ing cash, perhaps, as suggested, allowing 
up to 50% to be withdrawn at any time, 
or by stipulating a relatively young age 
when access is allowed. Remember, these 
plans are not restricted by complex pen-
sion legislation, so creativity is entirely 
allowed. Retention is then achieved by 
building in vesting, say five years with a 
sliding scale allowing vesting at 20% of 
the fund each year.  

I started out by looking a little at the 
history of overseas assignments and the 
changes now taking place to these and 
related pension planning. The many 
pressures on occupational pension 
schemes mean that they are less likely to 
offer a complete solution in the future, 
except perhaps for the largest multina-
tionals with well-funded schemes. As the 
world of overseas assignments evolves, it 
is essential that compensation & benefits 
and HR professionals consider all the 
available options. In some cases a Pan-
European occupational scheme will be 
the best solution, slow as these have been 
to develop. In others, a series of local 
pensions may be the answer. But for 
many, it will be flexibility and creativity 
that will provide the edge when hunting 
for the talent now emerging from the 
developing economies. 
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