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CHAPTER 18

Social Security Policy

Giuliano Bonolz

18.1  MAIN OBJECTIVES AND POLICY INSTRUMENTS

As in other European countries, the social security system in Switzerland
has a range of objectives'. These reflect the chronological and gradual
development of the system. The system aims at providing a guaranteed
minimum income for the entire resident population. The first schemes
introduced at the national level, old age pensions in 1948 and disability
insurance in 1960, clearly had this objective. They tried to achieve it by
providing at least subsistence-level benefits to virtually all residents.
During the 1960s and early 1970s, the rise of the middle classes
prompted the adoption of a more ambitious objective: an income guaran-
tee aiming to give the recipients of benefits a standard of living close to the
one they would have had—had they not been disabled, become unem-
ployed, and so forth. Existing programmes were revised accordingly, and
a compulsory second pillar of old age pension provision was introduced.
In disability insurance, a system of benefit increases was introduced, which

!This chapter is based on research carried out in the context of the European Social
Protection Network. It draws heavily on Bonoli and Trein (2017).
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was meant to reflect the wage increases workers typically experience dur-
ing their careers. The new schemes, including unemployment insurance
(introduced in 1978), had the goal of maintaining income levels from the
start.

Towards the mid-1990s, with the rise in mass unemployment and per-
manent exclusion from the labour market for many, a new objective was
added: activation. Over the last 20 years, the social security system has
been gradually transformed, and the primary objective of all the relevant
schemes is explicit to put “clients” back into the labour market. Several
instruments are used to that effect: rehabilitation services for the disabled,
active labour market policies for the long-term unemployed, vocational
training, and wage subsidies.

In other words, over time, the Swiss welfare state has gone from being
the provider of a minimum income to all to becoming an activation
machine. Of course, this transformation concerns programmes providing
coverage to working-age people. The old age pension system has not been
affected by the “activation turn”, also because Switzerland never really
developed large-scale early retirement schemes.

With regard to the specific institutional architecture of the social secu-
rity system for working-age individuals, there are three main schemes.
First, Switzerland has a federal wmemployment insurance programme.
Contribution rates and benefit levels, as well as most other features, are set
by the federal parliament, though the implementation is a cantonal respon-
sibility. While cantons must implement federal law and must organize a
public employment service (PES), they have a large degree of autonomy
in many areas, including activation, coordination with other schemes, and
managing their own PES. The federal government monitors the imple-
mentation and the performance of the cantonal PES, using somewhat
controversial indicators and a benchmarking system.

Disability insurance is also a federal scheme implemented by the can-
tons. Such insurance provides earnings replacement benefits for individu-
als who cannot work because of a long-term or permanent medical
impairment, but it also provides substantial rehabilitation and other
activation-related services. In this case, too, cantons are relatively free with
regard to how they choose to implement the programme, again within the
terms and conditions set by federal law.

Finally, social assistance is entirely regulated and financed at the can-
tonal level. Federal-level involvement in social assistance is limited to an
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article in the federal constitution which entitles every resident to a
minimum subsistence income and de facto forces cantons to run social
assistance schemes (Swiss Constitution, Art. 115). As cantons give munici-
palities leeway, there is some variety in the approaches adopted in the dif-
ferent parts of the country. We lack a precise view of what actually goes on
in terms of benefits and services across the 26 cantons and about 2200
municipalities that make up Switzerland.

Against the background of this high level of institutional fragmenta-
tion, a non-governmental body, the Swiss Conference for Social Welfare
(CSIAS/SKOS), plays a very important role. CSIAS /SKOS is a private
association with representatives of cantonal and municipal social ser-
vices as well as from the main anti-poverty organizations such as Caritas.
It has about 1000 individual and collective members. CSIAS,/SKOS
issues guidelines concerning benefit levels as well as the design and
implementation of social assistance; its guidelines encompass several
hundred pages of text (SKOS 2015). These guidelines are very precise
and most cantons use them in defining social assistance rules and prac-
tices; they help reduce what would otherwise be a very high degree of
variation across cantons and municipalities in social assistance practices
and policy.

For the non-working-age population, Switzerland has developed an o/d
age pension system based on three pillars. The first pillar covers the basic
needs of retirees. It is moderately earnings-related and includes a means-
tested pension supplement ( Engianzungsleitungen/Prestations complémen-
taires, EL-PC). The second pillar tries to ensure that retirees enjoy a
standard of living close to the one they experienced while last employed
and consists of mandatory occupational pensions for salaried employees.
The third pillar makes it possible to tailor pension coverage to individual
needs through non-compulsory personal pension payments which receive
favourable tax treatment.

The first pillar provides universal coverage and is fairly redistributive.
There is no contribution ceiling, but the amount of the benefit can vary
between a floor and a ceiling twice as high as the floor. In 2018, the limits
were set at CHF 1175 (€ 950) and CHF 2350 (€1900) per month,
respectively, corresponding to approximately 20% and 40% of the average
wage. Benefits are adjusted every two years using a “mixed index” derived
from the arithmetic average of inflation and wage increases. A full pension
is paid at age 64 for women and 65 for men.
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The second pillar, occupational pensions, became compulsory in
1985 for all employees earning at least twice the minimum “first pillar”
pension (Bonoli 2007; Leimgruber 2008). Coverage is near-universal
among full-time employees, but some part-time and temporary workers
are excluded. In fact, second pillar pensions are compulsory for workers
carning more than 21,150 CHF per year (20,000 EUR). This threshold
corresponds to about 30% of the average full-time wage. A full occupa-
tional pension is granted to employees who have contributed for 39
(women) or 40 (men) years. The law provides for a compulsory mini-
mum level of provision (known as the Obligatorium) calculated on the
basis of notional contributions. This gives existing pension funds a rela-
tively high degree of autonomy over how to deliver and finance that
minimum level of provision. It must be fully funded for private sector
employers. Many pension funds, especially in the public sector, or those
sponsored by large employers, offer better conditions than the
Obligatorium (Bonoli and Gay-des-Combes 2003; Vontobel 2000).
The occupational pension law also prescribes a government-set mini-
mum nominal interest rate for second pillar pension funds covered by
the Obligatorium. An important parameter defining second pillar pen-
sion benefits is the rate at which the accumulated capital is converted
into an annuity (Umwandlungsatz/taux de conversion); that rate is set
by law and currently stands at 6.8%.

The third pillar consists of voluntary private individual pensions which
are tax-favoured. Employees can deduct payment into a third pillar pen-
sion account of up to CHF 6768 (€ 5547; figure for 2018) per year. The
self-employed, who are not covered by compulsory occupational pensions,
can deduct up to 20% of their earnings.

The Swiss multipillar pension scheme is seen as a rather successful
example of a system that manages to address retirees’ financial needs ade-
quately without facing intractable financing problems. The division
between the two main pillars, and the fact that the second pillar is fully
funded, means that the ageing Swiss population will have less of an impact
on the financing of pensions than countries in which the bulk of pension
expenditure is financed on a pay-as-you-go basis.?

2In the literature on old age pensions, a distinction is made between pay-as-you-go
schemes, in which current benefits are financed by current contributions, and funded
schemes, in which current benefits are financed by past contribution. Funded systems are, in
fact, compulsory savings schemes.
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18.2  MAIN ACTORS AND STRUCTURES

The social security schemes presented above are large governmental pro-
grammes that rely on a range of actors and structures which are located at
different levels of the Swiss federal state.

18.2.1  Unemployment Insurance

The federal State Secretariat for Economic Affairs is in charge of the
unemployment insurance scheme. It oversees the implementation of
unemployment insurance by the cantons, signs a performance agreement
with them, and runs an indicator and benchmarking system. At the can-
tonal level, the key role is played by cantonal PESs, which are responsible
for managing benefits and activation. They have substantial autonomy in
implementation.

Intercantonal associations also play a large role, including the associa-
tion of cantonal PES. This association coordinates the implementation of
unemployment insurance across cantons and represents their common
interests at the federal level. Regional placement offices are key actors in
implementation. They belong to the canton’s PES and provide monitor-
ing and activation services for job seekers. They have some autonomy in
implementation, but it is limited by the given cantonal PES. There are
some 100 such regional placement offices in the country.

The unemployment compensation funds are additional, significant,
actors. They can be either cantonal or branch based, and administer con-
tributions and benefit payments. They have little autonomy and can be
considered as purely administrative actors.

Finally, there are non-governmental organizations (mostly NGOs and
more rarely, for-profit private companies) which provide the activation
services needed by the PES.

18.2.2  Disability Insurance

The federal social insurance office is the key actor in disability insurance.
It coordinates and oversees implementation by the cantons and, more
importantly, takes the lead in proposing national legislation.

Implementation is the responsibility of cantonal disability insurance
offices, which are responsible for managing both benefits and activation
measures. They have substantial autonomy.
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As with unemployment insurance, intercantonal associations play a
large role here. The most important one is arguably the intercantonal
association of disability insurance agencies, which includes all cantonal dis-
ability insurance offices. It coordinates the implementation of unemploy-
ment insurance across cantons and represents their common interests at
the federal level.

The regional medical services are another key actor; this provides the
medical expertise needed in order to assess eligibility. There are ten
regional medical services, each serving one or more cantonal disability
offices.

In theory, they have little room for manoeuvre, as they have to strictly
apply the law. In reality, medical assessments, especially of mental health,
may fall into a grey area, giving a certain latitude to the regional medical
services in how strictly they choose to implement the relevant laws. As
with unemployment insurance, activation and rehabilitation services are
provided mostly by non-state actors, including NGOs and for-profit
private firms.

18.2.3  Social Assistance

Social assistance is a cantonal and municipal responsibility. As a result,
there is no “social assistance office” or similar bureau at the federal level.
As noted above, the only umbrella organization with a national scope is
the Swiss Conference for Social Welfare, a private association.

Cantonal authorities (governments and parliaments), who are the most
important actors, decide on cantonal social assistance laws. Given the
absence of federal law in this area, they have substantial autonomy. Each
canton has a social service, which is responsible for implementing social
assistance laws, and regional or municipal social services deliver the bene-
fits to clients. They are also in charge of the activation services, though
their autonomy is limited by cantonal law. While big cities like Zurich,
Basel, or Geneva can set up their own activation programmes (Duell et al.
2010, p. 101), smaller cities and municipalities lack the resources and
capacities to do the same.

In some cantons, one still finds social commissions. These are made up
of citizens designated by the municipal executive. They make formal deci-
sions concerning eligibility and access to activation services. This is a pre-
modern institution with a strong social control function; it has survived
mostly in the German-speaking part of the country but been largely
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abolished in French- and Italian-speaking cantons. As in other branches of
the social security system, one finds NGOs, or more rarely, for-profit pri-
vate companies, which provide activation services needed by social assis-
tance offices.

18.2.4  Old Age Pensions

Old age pensions are a federal responsibility. They are overseen by the
federal social insurance office. With regard to implementation, a distinc-
tion needs to be made between the first pillar, which is public, and the
second pillar, which is company or branch based. The first pillar is carried
out by some 100 “compensation funds”. Some are public (each canton
has one) but most are branch-based. Some very large employers such as
Coop, a large supermarket chain, have their own. Compensation funds
collect contributions and distribute benefits, but they are all inter-
connected and under the umbrella of a central compensation fund based
in Geneva; it keeps the records of every insured person.

For the second pillar, the key actors are around 2000 occupational pen-
sion funds. Large companies generally have their own, while a number of
branch-based funds exist which companies are free to join. Finally, most
insurance companies and banks also provide second pillar coverage to
employers who do not have their own fund.

18.3  Poricy IMPLEMENTATION AND OQUTCOMES

Switzerland has long had a low unemployment rate and relatively few
social problems. The Swiss labour market also has been doing relatively
well during the last few years. These are all not necessarily a result of the
welfare state.

The employment rate has remained above the European Union (EU)
2020 target of 75% throughout the period covered in Table 18.1. It is
intriguing to see that between 2010-2011 and 2014 both the employ-
ment and the unemployment rates increase. This may reflect an increasing
level of competition in the labour market.

Against the background of this overall good labour market perfor-
mance, some groups are experiencing more difficulties, in particular
younger workers who lack a completed vocational or academic education.
As Table 18.2 shows, the unemployment rate for the 15-24 age group is
considerably higher than the general one.
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Table 18.1 Key labour market indicators for the working-age (20-64)
population

2010 2011 2012 2013 2014 2015

Employment rate 81.1 81.8 82.0 82.1 82.3 82.8
Unemployment rate 4.2 3.8 3.9 4.2 4.5 4.5
Female employment rate 74.6 754 76.0 76.6 77 4 78.2

Source: Employment rates: Eurostat, unemployment rate, OECD

Table 18.2 Labour market position of younger people (aged 15-24 years)

2010 2011 2012 2013 2014 2015
Employment 62.5 62.9 61.7 61.9 61.6 61.0
Unemployment 7.2 5.9 6.1 7.0 7.7 6.4

Source: Employment, Eurostat; Unemployment, Swiss statistical office (2nd quarter)

Non-European migrants are another group that is relatively disadvan-
taged in the Swiss labour market, with an employment rate lower than that
of Swiss nationals and EU/EFTA (European Free Trade Association)
migrants. Partly this has to do with the channel through which different
migrants arrive in Switzerland. EU/EFTA nationals come most often in
order to take up employment, and since the adoption of the agreement on
the free movement of workers, their employment rate has increased. It is
interesting to note that over the same period of time, the employment rate
of Swiss has also increased, though to a smaller extent. Non-European
migrants instead come to Switzerland mostly from other channels, often as
asylum seekers. This is related to the lower employment rate of this group. It
should also be noted that non-European migrants are the only group which
has not taken advantage of the expansion of employment since the early
2000; Table 18.3 shows how invariant their employment rates have remained.

The overall poverty rate puts Switzerland in the same category as Germany,
with ARODP? rates around 15%. The very high AROP rate reported for

3AROD, the “at risk of poverty” rate, refers to the percentage of the population living in
households with income below 60% of equivalent disposable income. This definition is used
by the EU Commission and has become relatively widely accepted among poverty
researchers.
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Table 18.3 Employment rates by nationality (aged 15-64 years)

2010 2011 2012 2013 2014 2015 2016

Swiss 82.5 82.9 82.6 83.3 83.7 83.7 84.9
EU or EFTA 84.7 85.7 86.0 86.0 86.7 86.5 87.2
Other country 74.4 73.2 74.0 73.7 74.7 73.4 74.8

Source: Bundesamt fuer Statistik, ESPA, data refer to second trimester

Table 18.4 DPoverty statistics (percentages)

2010 2011 2012 2013 2014

At risk of poverty, total 150 150 159 14.5 13.8
At risk of poverty, aged 65 years and over  27.6  28.1 299 295 25.7¢

Source: Eurostat (based on SILC data) Data not available for 2015

*Change in series

older people by Eurostat is somewhat misleading, however. Swiss pensioners
can choose to receive their second pillar pension as a lump sum, and many
do because it is more convenient from a fiscal point of view. As a result, many
income-poor seniors are in fact asset-rich. Swiss data therefore suggest that
the actual economic situation of elderly people is not as unfavourable as sug-
gested by Eurostat figures. Swiss perceptions are also that the pension system
is fairly successful in guaranteed a decent standard of living to retirees—a
perception that is clearly at odds with the very high reported AROP rate
shown in Table 18.4.

The incidence of poverty can also be evaluated with reference to the
proportion of the population that must rely on social assistance. Over the
last few years, that proportion has remained constant at around 3%, but
this stability in the percentage is also misleading. In fact, as can be seen in
Table 18.5, between 2009 and 2015, a period of good labour market
performance, the absolute number of social assistance recipients consis-
tently increased, reflecting an increase in population size due to
in-migration.

In fact, the increase in the number of social assistance recipients has
been fairly constant since the early 1990s (Bonoli and Champion 2014),
even during a recent period when employment was increasing. This indi-
cates that the labour market has become more competitive, possibly
because of the free movement of labour agreement with the European
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Table 18.5 Social assistance caseload

2009 2010 2011 2012 2013 2014 2015

Total number of 230,019 231,046 236,133 250,333 257,192 261,983 265,626
recipients

As a percentage of 3.0 3.0 3.0 3.1 3.2 3.2 3.2

the resident

population

Source: Swiss Federal Statistical Office

Union, and less productive individuals are finding it more difficult to enter
and remain in the labour market.

With regard to child poverty, a recent report by the Swiss Federal
Statistical Office found that overall, children in Switzerland fare relatively
well, particularly in comparison with other European countries. Only the
Nordic countries and the Netherlands have indicators of child welfare
which are as good or slightly better (ESO 2016, p. 26). Nevertheless,
there are some groups which remain of concern, including children living
in single-parent households, children living in households with three or
more children, and children of non-Swiss parents. In these groups, pov-
erty and deprivation rates are higher than the norm and more
worrisome.

Overall, the Swiss social security system seems capable of delivering
reasonably good levels of economic security to the resident population.
However, the fact that social indicators remain rather favourable does not
necessarily constitute proof that the Swiss welfare state is particularly well
calibrated to the needs of society. It may well be that the good perfor-
mance is due more to the country’s overall economic competitiveness
rather than to its welfare state schemes. In simpler terms, it is relatively
ecasy to build an effective welfare state in a country with a buoyant labour
market and a consistently low unemployment rate.

In reality, each of the four main schemes has strengths and weaknesses.
In addition, the fragmentation of the system along federalist lines makes
internal coordination of, and in, the Swiss social security system difficult.

The Swiss welfare state is a rather diverse construct with some pro-
grammes, such as the basic pension scheme, which are highly centralized,
and others, such as social assistance, which are extremely decentralized.
Between them, one finds schemes that rely on a division of labour between
federal and cantonal levels. Unemployment and disability insurance are
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governed by the federal authorities but are implemented at the cantonal
level, sometimes with substantial variations from canton to canton. This
raises issues about the equality of treatment across cantons, creates diffi-
culties in coordination, and more abstractly, principal-agent problems.

The current trend is to increasingly use quantitative indicators and
benchmarking to try to ensure some coherence in how policies are imple-
mented and to try to maximize their efficacy. Federal authorities also use
benchmarking in an effort to “control” the cantons, as well as to avoid the
potential problems of principal and agent that can emerge if financing and
implementation are performed by two different levels of government.

Coordination strategies are pursued through intercantonal associations
such as SKOS /CSIAS or other intercantonal bodies, which formally rep-
resent the relevant department and offices at the cantonal level. There
seems to be an instinctive preference in Switzerland to resolve coordina-
tion problems through voluntary agreements between cantons rather than
by centralizing systems.

Coordination problems are further compounded by the involvement of
private actors in the system. This is most clearly the case in old age pen-
sions, where private occupational pensions have developed into an indus-
try, one with substantial interests at stake. The objectives of such private
actors are not always compatible with the social policy goals set by the
public authorities, so that substantial coordination work is needed on this
front as well.

So though social indicators remain rather favourable, the institutional
contours of the Swiss social security system also remain highly fragmented.
The result is that public authorities need to invest substantial efforts in
coordinating the welfare state system, and the fragmentation may prove a
liability in the future.

18.4  PRrOsPECTIVE THINKING

The Swiss social security system faces challenges like those faced by other
European countries. They include:

e Financing the pension system over the longer term

e Containing the rise in the number of benefit recipients

e Improving the effectiveness of re-employment services

e Facilitating the work-life balance particularly for parents of young
children
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e Promoting the integration of migrants and their communities
e Enhancing social inclusion

Overall, the Swiss welfare state is relatively well equipped to deal with
these challenges, and this task is facilitated by the overall favourable eco-
nomic situation. Nonetheless, some issues will need to be resolved if the
challenges above are to be dealt effectively.

First, though the pension system is regarded as rather efficient, it needs
to be made more financially viable for the next few decades. The first pillar
pension scheme has been running small deficits for several years, and
owing to an ageing population, its financial situation will begin to become
critical by around 2030. If no measures are taken, its reserve fund will be
used up even before then.

Second, the conversion rate (of 6.8%, see above) applied to the assets of
occupational pensions is not sustainable in the current low interest rates/
low returns environment. The result is that a small proportion of current
contributions are being used to pay for current benefits instead of being
set aside for future pensions. Any extra returns obtained tend to be used
to finance current pensions instead of being distributed across the whole
pool of insured persons.

The long-term financing of the basic pension and the reduction of the
conversion rate for second pillar pensions are thorny political issues. A
high-profile reform which tried to deal with both problems without reduc-
ing the overall level of benefits was turned down by the voters in September
2017. It is unclear how these issues will be resolved. Pension policy has
clearly become an object of political competition among parties, and it is
difficult to find a consensus over unpopular measures.

Third, the social security system has been modernized and it now ori-
ented towards the promotion of labour market re-entry. This reflects, at
least in part, the “social investment approach” (Hemerijck 2017; Morel
et al. 2012). Unemployment and disability insurance provide extensive
labour market and rehabilitation programmes for non-working “clients”.

However, the same is not true of social assistance. This “last resort”
safety net is within the competence of the cantons, and in many cantons,
of the municipalities. Here, the turn to activation or social investment has
been much more uneven, with some cantons having clearly embraced the
new paradigm while others lag behind. This may be one reason why social
assistance caseloads keep increasing even in buoyant labour markets and
an expanding economy. It will be a challenge in the next few years how the
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activation dimension in social assistance can be reinforced—and how to
caseloads from increasing.

Fourth, the Swiss welfare state is highly fragmented, a broad but also a
quite specific problem. There is evidence, for example, that cantonal or
municipal social assistance programmes and federal social insurance
schemes shift “clients” to one another, because there are structural incen-
tives (including those associated with costs) to do so (Bonoli and
Champion 2014; Bonoli and Trein 2016).

Finally, as in other countries, a major policy challenge for Switzerland
remains improving the work-life balance, especially for families with young
children. Switzerland provides only 14 weeks of maternity leave and has
no parental leave. In addition, there are simply not enough childcare cen-
tres, as one can see from the long waiting lists in many urban areas.
Furthermore, the cost of childcare for parents is among the highest of all
the Organization for Economic Co-operation and Development (OECD)
countries (OECD 2011, p. 150). This situation also results in a very
strong social bias against certain migrant communities and low-income
families; their access to childcare services is even more limited than for citi-
zens (Bonoli and Vuille 2013; Schlanser 2011). This is unfortunate,
because Switzerland is missing out on an important opportunity to pro-
mote social inclusion and the integration of migrant families.
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