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This research examines four key corporate workforce dynamics that emerged or intensified since
the onset of the COVID-19 pandemic in the U.S.: voluntary employee exits, skills mismatches,
demographic shifts, and working from home. The authors (hereafter, "we") explore how these
trends, and depending on their importance (or materiality) to a sector, how they could affect
operations, influence decision-making, and potentially impact the future financial performance
of companies in the sector. We do so in part based on the experience of our sustainable finance
team meeting with management teams in connection with over 200 ESG Evaluations, as well as
our ongoing work in credit analysis.

Case studies in the health care services, oil and gas, and midstream energy sectors illustrate our
findings. While some of these findings are likely to be unique to certain sectors, others might be
more universally applicable.

Key Takeaways

e Changing relationships between workers and employers in the U.S. and a sharp increase
in voluntary employee turnover have resulted in a tight labor market. In some sectors it
has been particularly difficult to attract and retain workers with specialized skills.

e Demographic shifts in the workplace accelerated during the first years of the pandemic,
with younger people now making up a far more substantial portion of the U.S. workforce.

e Reimagining the workforce culture and employee experience remains a challenge for
management teams in some sectors, mainly due to technological disruption and staff
attitudes toward hybrid work.

e Sectoral characteristics influence how and the extent to which workforce issues could
affect company operational and financial performance.

e Financial impacts of this workforce transformation have remained muted so far, though
leaders in certain sectors are preparing for significant change.

Chart1

Key workforce dynamics
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Source: S&P Global Ratings.
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Four Key Dynamics Shaping U.S. Workforce Trends

For many companies in the U.S., attracting and retaining the talent they need has become
increasingly challenging. This has an impact on sustaining operations, ensuring future
competitiveness, and controlling labor costs. Based on the latest data of the U.S. Bureau of
Labor Statistics and findings of key studies listed in this report, we highlight below four key
dynamics. Some of these dynamics may be temporary, but each is impacting how executives
think about their workforces.

1. Workers are more willing to leave their jobs

A sharp increase in voluntary turnover, first arising in the latter half of 2020, has compounded the
challenges of a persistently tight labor market. According to a report from the World Economic
Forum, employees across sectors left or changed jobs in record numbers during this period. The
report also found companies of all sizes have had significant difficulty filling open positions. In
the U.S., quit rates, which reflect the number of workers who voluntarily leave their jobs during a
month, increased by 31% to 3.0% of total employment in November 2021 (see chart 2). The figure
was up from 2.3% immediately before the pandemic in February 2020. Even though quit rates
have moderated somewhat in 2023, they remain above their pre-pandemic levels.

Chart 2

U.S. worker quit rates remain elevated since their 2021 peaks
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Source: U.S. Bureau of Labor Statistics; S&P Global Ratings.

A 2022 McKinsey & Co. report on workforce decision-making during the pandemic found that 40%
of workers planned to leave their jobs. Salary remains a leading factor in a worker's decision to
find new opportunities. Inflation, however, can exacerbate the urgency. Approximately 48% of
workers in the study were more likely to switch from their current jobs due to inflation, the
chance to earn higher wages, or to move to less expensive areas. And willingness to move across
sectors to find those new opportunities has increased. In other words, companies are no longer
competing only with their direct peers for talent.

There are also factors beyond compensation increasingly influencing worker decisions to leave
their jobs. The 2022 McKinsey & Co. study further found that workplace flexibility,
meaningfulness of work, and adequacy of health and wellbeing support are increasingly
influencing employment decisions. A 2022 study from the Pew Research Center, a think tank,
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supports these findings. It points to non-salary factors related to work-life balance and health as
heavy influences on decisions to leave jobs.

Meanwhile, the U.S. Bureau of Labor Statistics has found that since the pandemic began, the
labor force of the U.S. has been left about 4 million employees short of its earlier trajectory.
Millions of Americans exited the workforce during the pandemic, and many did not return. They
mainly did so to retire early or provide long-term care for family. This has created a shortage of
potential employees, with consequences ranging from higher wage requirements to diminished
operational efficiency. And looking only at those fully exiting the workforce may understate the
problem. The McKinsey study found that 29% of employees who resigned were not planning to
resume full-time employment elsewhere.

Moreover, we believe government programs and legislation established in response to the
pandemic are likely to further contribute to overall labor demand. The U.S. Inflation Reduction
Act (2022) and Infrastructure Investment and Jobs Act (2021) have combined to add nearly $2
trillion worth of infrastructure stimulus. The Congressional Budget Office estimates the Inflation
Reduction Act will lead to 900,000 job openings per year over the next decade. For instance,
workers will be needed to build infrastructure and reinvigorate the U.S. manufacturing sector,
especially in targeted sectors, such as green hydrogen, battery storage, and electric vehicles.

Chart 3

The number of unemployed per job opening remains low in the U.S.
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On a seasonally adjusted basis. Source: U.S. Bureau of Labor Statistics; S&P Global Ratings.

2. Skills mismatches are arising concern

The increasing incidence of skills mismatches compounds the impact of a tight labor market.
Even before the pandemic, digitalization and automation were changing the skillsets potential
employers required. Research in 2020 by the Federal Reserve Bank of Boston, for instance, found
skills mismatches in the U.S. labor market rose following the Great Recession. Another report,
from the World Economic Forum, released just before the pandemic, estimated that, by 2022,
42% of core skills required for existing jobs would change due to technological transformation.
The pandemic, however, likely accelerated this trend. A 2020 McKinsey study on COVID-19's
impact on how companies use technology, for instance, found that 37% of businesses reported
"increasing use of advanced technologies in operations.”
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Technology-led transformations have, in some cases, left long-term employees less well suited
for jobs in their own organizations. And even as the labor market normalizes, competition for
talent is likely to remain high in sectors requiring new, highly specialized, or technical skills. As
explored in greater depth below, the energy sector, in which many companies are transitioning to
renewable generation, provides a good example. Designing, building, and installing renewable
energy or green hydrogen technologies require different skills from those needed for coal-fired or
nuclear facilities.

Inits "Future of Jobs Report 2023," the World Economic Forum points to the adoption of
technology as one of the two key drivers of labor market transformation for industry and
employment. The report found that 44% of companies surveyed expected workers' skills to be
disrupted in the coming five years, up from 35% in 2016. It also predicts that the greatest
disruptions will be "in administrative roles and in traditional security, factory, and commerce
roles." And we believe that, in sectors more heavily reliant on organized labor, adapting to new
skills demands could be particularly disruptive to labor relations.

3. Workforce demographic shifts have accelerated

Based on the most recent data available from the U.S. Bureau of Labor Statistics (see chart 4),
we observe a decline in the age of the average U.S. worker since 2005. This trend could have
been accelerated since COVID-19. A disproportionate number of those exiting the workforce in
higher numbers during the pandemic were older than 50. The share of baby boomers (born 1964
or earlier) in the workforce fell faster between 2020 and 2022 (9.7 percentage points) than in the
five years between 2015 and 2020 (8.6 percentage points). And in return, U.S. workplaces are
increasingly populated by millennials (born between 1981 and 1996), and members of Generation
Z (Gen Z; born after 1996). These two demographic groups comprised 46% of the U.S. workforce
in 2022 (see chart 4) versus less than 35% in 2015.

Chart 4

Baby boomers now make up a smaller proportion of the U.S. workforce
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Employee expectations, priorities, and preferences are shifting as the workforce gets younger.
This is especially noticeable for Gen Z employees. A Deloitte study of over 1,500 Gen Z workers
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found that such staff were particularly willing to prioritize factors such as work-life balance,
flexibility, and organizational values.

Younger generations are also, typically, more open to leaving their jobs than previous
generations, including to become self-employed. According to U.S. Census Bureau data, nearly
5.4 million people submitted applications to start new businesses in 2021, up by 53% from 2019.
And research from WP Engine and The Center for Generational Kinetics found that 62% of Gen Z
survey respondents have or plan to start their own businesses, more than any other generation.

4. Workers remain reluctant to return to the office

A vigorous debate has emerged over going to the office and the degree of flexibility that can be
afforded employees to improve the work-life balance without sacrificing product quality or
company culture.

Relatedly, there is an increased focus on employee experience, with research from The
Conference Board estimating that lack of employee engagement costs up to $550 billion per year
in the U.S. due to higher turnover and lower productivity.

According to research from the National Bureau of Economic Research, in 2023, slightly below
30% of paid working days in the U.S. remain remote (see chart 5). Having a larger share of remote
workers makes companies less dependent on corporate real estate, thereby reducing the cost of
office space. This may also help businesses access new employment pools outside their regions.
In the same research, the Bureau states that about 30% of executives believe remote working
could help shrink the size of companies' real estate footprints. However, this is not without risk. It
would likely be difficult and potentially costly to reverse course if future workforce expectations
imply an increasing need for physical office space.

Chart5

The number of U.S. employees working from home remains higher than before the
pandemic
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Source: Survey of Working Arrangements and Attitudes, National Bureau of Economic Research; S&P Global Ratings.
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Chart 6

The percentage of jobs that involve teleworking varies significantly by sector in the U.S.
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How Companies Have Responded To These Trends

Many corporate management teams are focused on workforce-related challenges their
companies face, why they persist, how they affect operations, and the steps that can be
implemented in response. They emphasize in some cases that retaining and developing
appropriately skilled workers is a pressing issue that is difficult to resolve. That the labor market
remains highly competitive exacerbates this issue.

S&P Global Ratings' credit analysts and sustainable finance analysts speak to management
teams across a wide range of sectors about the key credit issues their companies are facing or
anticipate in the future. These meetings can often involve discussions about managing workforce
challenges emanating from the pandemic, if these are relevant for the sector.

The pandemic, and the workforce dynamics that have emerged from it, have changed how
organizations engage with employees. Companies S&P Global Ratings has evaluated in the U.S.
have opened new communication channels with their employees to better understand and
respond to new needs and expectations (see below on key stakeholder groups for engagement).
According to research by Gallup Inc., which cuts across sectors, the share of engaged employees
(considered by Gallup to be those "thriving at work") in the U.S. and Canada declined to 31% in
2022 from 33% in 2021. According to the research, unlike in other jurisdictions, these figures
didn't differ sharply by gender, age, or position.

In the same report though, Gallup said some of the companies it studied were able to double
their engagement through their organizational culture, embracing flexible and hybrid work, and
maintaining strong connections between managers and employees. Several management teams
with whom we discussed this topic in the context of ESG Evaluation work are now attempting to
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provide more guidance to employees about strategic direction, and reassure staff about their
contributions to that, although results on engagement are mixed. Additionally, to meet increased
demand for specialized skills, management teams may respond by strengthening recruitment
activities and implementing targeted training and skills development programs.

Company responses to new workforce dynamics have been, in many cases, to enhance
compensation through pay rises, bonuses, and other financial incentives. According to data from
the U.S. Bureau of Labor Statistics' Business Response to the Coronavirus Pandemic Survey,
about 24% of U.S. companies provided wage support through direct increases, wage premiums,
or bonuses by Sept. 30, 2020. This was especially the case in the most affected sectors (see
chart 7).

Some companies also remain concerned that a failure to effectively manage the transition to new
work arrangements could undermine productivity and the continuity of operations. If they are to
succeed in addressing the changing dynamics, they may be increasingly reliant on their digital
tools. The changing dynamics could appeal to younger employees who tend to be more tech
savvy and feel less need to be in an office. Creating effective virtual cultures might also mean
that, for some roles, employers can hire from a broader geographic range, potentially helping to
overcome skills gaps.

Chart7

Many U.S. companies increased financial benefits for staff during the pandemic
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Source: Business Response Survey to the Coronavirus Pandemic, U.S. Bureau of Labor Statistics; S&P Global Ratings.
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In line with the nonfinancial workforce expectations outlined above, many organizations are also

enhancing nonwage benefits. These now amount to about 30% of total compensation in the U.S.,,

according to the Bureau of Labor Statistics. In a 2022 study from the American Psychological
Association, 71% of survey respondents reported that they believe their employer is more
concerned about their mental health than in the past. And employers are demonstrating this
concern by introducing new benefits related to mental health, including programs allowing
employees time off to recharge or for other personal reasons, more workplace and schedule
flexibility, and strengthened employee resource groups.

Key Stakeholder Groups For Workforce Engagement

We have identified various stakeholder groups that some companies have found helpful to
engage with on workforce issues:

Labor unions: With approximately 14 million members across the U.S., labor unions can
advocate for better wages and working conditions, as they did during the pandemic. They
can also offer upskilling to help members adapt to the labor market's changing needs.

Employee resource groups: Engagement with employee resource groups can help staff
express their views on issues such as the work environment, benefits, compensation, and
work-life balance.

Customers: Customers can quickly notice the impact of increased worker turnover. This may
be because of worsening customer service or responsiveness. In highly competitive
industries, workforce turnover can reduce profitability if the customer experience
deteriorates.

Communities: For companies seeking to attract local talent, building goodwill within local
communities through open communication and contributions to the public good can be
essential.

Workforce Dynamics And Financial Performance

Sector traits are key to the financial impact of employment practices

We view employee practices as describing a range of issues associated with an entity's ability to
hire, retain, and manage relations with an engaged, productive, and diverse workforce. Our
research on ESG Materiality Maps show the importance at a point in time of employment
practices relative to other ESG factors at the sector level (see chart 8).
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Chart 8

Our global view of the relative materiality of employment practices varies by sector
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Employment practices have not frequently impacted specific companies' credit ratings. However,
when analyzing these sectors, we find there are a few aspects of employment practices and
changing workforce patterns that can be material for sectoral credit quality:

1. Specialized skills: Sectors that require specialized technical skills or unique educational
credentials to ensure market competitiveness have a higher degree of exposure to
turnover or higher labor costs. These more highly skilled employees may be harder to
find, especially if jobs require them to be there in-person. Shortages of such staff could
lead to higher employment costs. This could also lead to higher training and
development costs, and the inability to retain such employees could create challenges,
including quality control deficiencies and productivity losses.

2. Labor intensity: Labor-intensive sectors can also be exposed to changing workforce
dynamics. If labor constitutes a significant chunk of operating costs, then the effects of
increased wages, either from market forces or higher legal minimum wages, which have
become more common in the U.S., could reduce profit margins. Added to this, if sectors
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are highly unionized, engagement with these unions could be more costly, especially in
periods of labor shortage. In labor-intensive sectors, diminished pools of permanent
employees could also lead to greater use of contract employees.

3. Use of contract labor: Sectors that routinely employ significant numbers of contract
laborers, or who may choose to do so in light of tighter labor supplies, could also face
challenges. Contract labor rates could rise alongside wages for permanent employees,
while increased reliance on contract labor could introduce higher safety risks, customer
service concerns, or risks of operational disruption, especially where contract labor is
also in short supply. Companies may be able to manage this risk, but it may require
more managerial oversight than for permanent employees, and some of these risks can
be amplified if operating across borders, in places where labor standards may be lower.

4. Structural transformation: Sectors that undergo structural change may also experience
changes in employment practices. An example of this could be if in the future, the
energy transition creates structural shifts in certain industries and in the skills profile of
key employees in those industries. Companies in these sectors could be facing skills
mismatches, with those skills required for its old operating model diverging from those
they will need in the future. It could also entail a need for more specialized work or
significant and costly investments in training to upskill the existing workforce.

5. Relevance to the customer experience: Labor shortages in roles that are customer -
facing can also be disruptive. Some sectors rely heavily on individuals in such roles.
Lower customer engagement, driven by worsened customer experience, can contribute
to diminished reputation, lost revenue, and potentially weaker competitive positions
against peers.

Insights from health care, oil and gas, and midstream energy

Our analysis illustrates how the workforce dynamics explored in this report could affect the
performance of companies in some sectors of the economy in different ways.

Health care: Labor intensity and specialization up the financial impact of workforce challenges

Hiring and retaining staff remains difficult in the U.S. health care services sector, which is
relatively labor intensive and relies on skilled medical professionals. Employees in the sector
were deeply affected during the COVID-19 pandemic. Higher patient numbers exacerbated the
shortage of skilled staff that health care providers were already experiencing. The physical,
emotional, and mental demands of a multiyear pandemic have weighed on health care
professionals and caused significant attrition.

In an attempt to manage the impact, health care services providers bolstered wages or resorted
to temporary, high-cost contract labor as employee ranks declined. The sector also adopted
innovative techniques, such as relying less on doctors and more on physicians' assistants and
nurse practitioners. The related costs reduced profit margins for some health care providers,
while contract labor rates climbed alongside the demand for employees, and affected revenue
growth. This was because some health care companies did not have the staff to meet demand.

We believe health care labor costs may have peaked, based on data from the U.S. Bureau of
Labor Statistics and commentary from hospital executives in recent quarterly earnings
announcements. Overall, health care employment has returned to and even exceeded pre-
pandemic levels, though figures for nursing and residential care facilities are still lower (see Chart
9). Nevertheless, costs remain elevated and the labor market remains tight. This is a major long-
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term challenge for health care providers, which have a large labor component in their cost bases.
Employing and retaining nurses remain top concerns for health care managers.

Chart 9

Recovery in U.S. health care staffing is yet to reach the nursing and residential care facilities sub-sector
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Oil and gas and midstream energy: Structural change implies a future need for new skills

Workforce disruptions triggered by the pandemic have been limited in the oil and gas and
midstream energy sectors. Combined, these sectors are key to the energy infrastructure
workforce, and both are undergoing structural transformation. Within the midstream sector, U.S.
fossil fuel infrastructure continues to be built to accommodate foreign and domestic energy
needs. Over the long term, however, the skillsets required to work in this sector will change
somewhat as the economy becomes less dependent on fossil fuels. Consequently, companies in
this sector may invest more heavily in retraining, likely in conjunction with organized labor groups.
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They will also need new talent to operate cutting-edge technologies and engage with
stakeholders that can help support the transition. Proactive companies in these sectors will
benefit from having more resilient workforces, but they will also have to manage the associated
costs.

Recent legislative developments in the U.S., meanwhile, are likely to lead to further evolution in
the infrastructure labor market. The passage of the Infrastructure Investment and Jobs Act in
2021 and the U.S. Inflation Reduction Act in 2022 will accelerate demand for infrastructure
projects and for people to work on them. A report by the Blue Green Alliance and the Political
Economy Research Institute from the University of Massachusetts estimates the Inflation
Reduction Act will create over 9 million clean energy and climate-related jobs over the next
decade; the Congressional Budget Office estimates this figure at around 900,000 per year as
well. So far, according to the Clean Energy Boom Report by Climate Power, the Act has created
101,036 jobs since it was enacted in August 2022. These jobs--for workers such as electricians,
mechanics, builders, and technicians--come from over 90 new clean energy projects. Many of
these are union jobs.

The energy transition is going to require significant investments in personnel, in an already
constrained labor market. We expect this will cause the cost of labor for infrastructure projects
to rise significantly. This could potentially pressure margins for some of these projects, especially
those whose revenue is fixed by contract.

Looking Ahead

This research has highlighted shifting demographics as a trend that would disrupt how U.S.
companies operate. The pandemic accelerated this trend and gave rise to new workforce
dynamics with which companies are contending. Whether companies are affected, as well as in
what way and how much, could depend on how effectively and proactively their management
identifies and responds to changing workforce dynamics. Indeed, the ability to do so could be
instrumental to how sectors take shape in the future, and which companies come to lead them.
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