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C
omplementa’s 2021 
Risk Check-up Study 
confirms good returns 
and high funded ratios 
for Swiss pension 
funds in 2020. 

Occupational benefits institutions are 
also likely to end 2021 successfully, 
despite the persistent coronavirus 
pandemic. 

The impact of the COVID-19 
pandemic on the Swiss pension fund 
landscape was still difficult to assess 

Healthy so far 
but reform 

still vital
 

RESEARCH
ANDREAS ROTHACHER, OLIVER GMÜNDER 
Swiss pension funds have coped well with 

the effects of COVID but the pension system 
needs to be brought up to date 

in the 2020 edition of the Risk 
Check-up. Today, one year later, it 
can be stated that the expectations of 
spring 2020 were clearly exceeded 
with regard to the rate of return. 
Pension funds reported a capital-
weighted return of 4.5% for 2020. As 
a result, the capital-weighted average 
funded ratio rose to 110.2%, which is 
the highest level in 20 years. The 
current year also looks positive up to 
now. Complementa expects a return 
of about 7% as at the end of August 
2021, pushing funded ratios to 
116.3%. 

Investment mix 
Bond holdings have been greatly 
reduced over the past 10 years owing 
to the low level of interest rates. 
Whereas in 2010 about 48% was still 
held in fixed-interest investments or 
as liquidity, at the end of 2020 the 
figure was significantly lower at about 
39%. The sums freed up as a result 
were distributed between equities, 
international real estate and alterna-
tive investments such as private 
equity, infrastructure investments 
and private debt. 

Infrastructure investments might 
become more attractive in the future, 
as they are no longer classified as 

KEY POINTS
The capital-weighted average 
funded ratio has risen to its 
highest level in 20 years
Pension funds are being forced to 
lower their conversion rates
Switzerland is falling further 
behind in international 
occupational benefits indices
The country is caught between 
the conflicting requirements of 
sustainable financial viability of 
the system and the adequacy of 
pension benefits
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Complementa estimates that 
pension funds currently have to 
generate a return of at least 2.1% to 
keep the funded ratio constant. 
Pension funds can also expect 
approximately this return with their 
current investment mix.

New retirees 
Pension funds are being forced to 
lower the conversion rate, which 
determines the annual pension, 
besides accumulated capital. This is a 
continuation of a long-standing 
trend: at an average of 5.50%, the 
conversion rate in 2021 is again 
almost 0.1 percentage point lower 
than in the previous year. Pension 
funds thus moved further away from 
the minimum conversion rate of 6.8% 
laid down in the BVG/LPP which, 
although still valid after the failed 
pension reform, neither takes into 
account the increase in life expec-
tancy nor the current level of interest 
rates. As a result, many pension 
funds insuring both obligatory and 
non-obligatory pension assets opt for 
a lower conversion rate than the legal 
minimum. The actuarially-correct 

conversion rate would even be 4.77% 
(assuming a technical interest rate of 
1.75%). 

A conversion rate that is set too 
high leads to retirement losses that 
younger cohorts have to pay for 
indirectly through lower interest 
rates. Pension funds have therefore 
already decided to make reductions 
for the next five years to counteract 
this redistribution. As a result, the 
average conversion rate should fall to 
5.22% by 2026. The pension fund 
managers are therefore far ahead of 
the politicians who are currently 
debating to reduce minimum 
conversion rates to 5.8% or 6.0%.

Over the border
In recent years, a pent-up need for 
reform has developed in the retire-
ment planning system. Meanwhile, 
Switzerland is falling further behind 
in international occupational benefits 
indices. As part of the 2021 study, 
Complementa compared its retire-
ment planning system with those of 
Denmark, Germany, the Netherlands 
and Sweden. It also conducted a 
survey among Swiss pension fund 
managers on the need for reform of 
the three-pillar system. This reveals 
both common features and differ-
ences between selected European 
retirement planning systems. 
Switzerland’s pension fund managers 
see a need for change above all in  
two areas in the country, namely a 
closer link between life expectancy 
and the retirement age; and an 
alignment of the enduring character-
istic of different retirement ages for 
women (64) and men (65).

Three pillars 
A look over the border shows that the 
division into the three pillars of state, 
occupational and private retirement 
planning is – although often per-
ceived so and highlighted as such by 
politicians – is not peculiar to 
Switzerland, but a part of the basic 
endowment of a sustainable system. 
It is only the importance of the 
different pillars that varies from 
country to country – and their 
structure is often even more complex 
than in Switzerland. Similarities with 
Switzerland could be found in life 
expectancy, which has also increased 
in other countries, although Swiss 
life expectancy is the highest 
compared with the selected 
countries. 

Retirement age
The countries in the comparison 
already initiated far-reaching reform 
processes years ago. Sweden, for 
example, is about 25 years ahead of 
Switzerland with its comprehensive 
pension reform (1994-98). The 
retirement age has been, or will be, 
raised to 67 in the countries in the 
comparison (with the exception of 
Sweden). Moreover, all the countries 
compared have a uniform retirement 
age and have linked it to life 
expectancy. 

According to the survey, a 
majority of 71% of the BVG/LPP 
representatives would welcome the 
introduction of such a measure in 
Switzerland, but only one in five  
sees it as politically viable. Of  
course, this would require the 
involvement of the labour market so 
that working at 65-plus is feasible in 
the first place. A change in the law 
would, moreover, have to be pre-
ceded by a societal rethink. If the 
retirement age were to be linked to 
life expectancy, the respondents 
would fix the period for which 
pensions are drawn at 20 years. This 
contrasts with Denmark, where the 
period for which pensions are drawn 
is designed to be 14.5 years and the 
retirement age could be raised to as 
high as age 74 in the next 50 years, 
according to estimates.

Changing employment patterns
Part-time and self-employed workers 
usually also receive lower pensions or 
lower cover in the pension systems 

Andreas Rothacher 

alternative investments since 
October 2020, according to the legal 
classification (BVV 2/OPP 2 Articles 
53 and 55). As a result, occupational 
benefits institutions are allowed to 
invest up to 10% of their total assets 
in infrastructure investments. 

The share of real estate was above 
20% for the third year in a row 
(currently 20.6%), while alternative 
investments fluctuated at between 9% 
and 10% in recent years (currently 
9.4%). The proportion of equities was 
close to the historical mean at 31.2%. 
Occupational benefits institutions 
invest one out of every two Swiss 
francs abroad, hedging currency risks 
to a large extent. The remaining 
foreign currency risk currently 
amounts to 18.4%. 

Uncertainty persists
In early 2020, the coronavirus-
related market losses caused the 
average funded ratio to slip down to 
the borderline of underfunding. The 
result – that is, domestic pension 
funds being able to post an average 
return of 4.5% at the end of 2020 – is 
therefore all the more positive. This 
corresponds to the annual return (an 
annualised 4.5%) for the past decade. 

The total return of 7.1% in the first 
eight months of 2021 can be 
described as gratifying but must be 
seen against the backdrop of financial 
markets that are still vulnerable. 
Fears of inflation and a renewed 
increase in the number of COVID 
cases as well as the high level of 
government debt are only some of 
several challenges that financial 
markets face. 

Target return declines 
In 2020, pension funds paid 1.8% 
interest on employees’ actuarial 
capital, which was significantly higher 
than the BVG/LPP minimum interest 
rate of 1.0% set by the Federal 
Council. The technical interest rate 
was, on average, lowered again by 0.1 
percentage points to 1.8%. Thus, the 
capital sums of employees and 
pensioners alike earned the same 
interest rate last year, contrary to the 
long-standing fact that employees 
co-finance pensioners through 
financial redistribution. The conver-
sion rate was also further reduced, 
resulting in a reduction of annual 
retirement losses. 

About the study 
The Complementa Risk Check-
up Study is conducted each year 
based on annual statements of 
Swiss Pension Funds. The current 
edition encompasses total assets of 
CHF780bn (€735bn), representing 
70% of total pension assets.
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that were compared. None of the 
countries has found solutions for 
these groups to date. In Switzerland, 
reducing (or even abolishing) the 
co-ordination deduction would be an 
instrument for alleviating this 
problem, which would expand the 
group of insured persons to include 
more employees. 

According to the last survey, 78% 
of respondents advocate this 

measure; it would also be meaningful 
in the light of changed working 
models such as job sharing, part-time 
employment or self-employment. In 
the reform process, Switzerland – 
like other countries – is caught 
between the conflicting requirements 
of sustainable financial viability of 
the system and the adequacy of 
pension benefits. 

The comparison shows that 

reforms in this area of tension are 
possible and also necessary in all 
countries. This is particularly striking 
in the case of Germany, where 
pension-related problems are 
accentuated more quickly as a result 
of the great importance of the first 
pillar (a pay-as-you-go system) than 
they are in systems based more on 
elements with funding in advance. 
However, the answers of the Swiss 

BVG/LPP practitioners point to an 
increasing impatience, which one 
respondent complacently summa-
rised with the words: “Do something 
at long last, instead of always just 
talking!”

Andreas Rothacher is head of research 
and business projects and Oliver 
Gmünder is head of relationship 
management at Complementa 

KEY POINTS

The capital-weighted average 
funded ratio has risen to its  
highest level in 20 years

Pension funds are being forced 
to lower their conversion rate

Switzerland is falling further 
behind in international  
occupational benefits indices
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2. Development of conversion rate
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4. Funding ratio/coverage ratio 
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3. Returns
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5. Interest rates
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