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Introduction
The COVID-19 pandemic has caused many health, social, 
cultural and economic effects worldwide. While the actual 
impacts vary between countries, and indeed between 
regions within the same country, there is no doubt that the 
longer-term effects will be significant. Retirement income 
systems are not immune from these outcomes.

This paper discusses some of the long-term lessons 
learned from the pandemic as they affect the objectives, 
design, operations, resilience and fairness of pension 
systems. These lessons must not be lost. With global 
crises becoming more common than ‘once in a lifetime’, 
it’s critical that these lessons are used to improve the 
efficacy of pension systems. Only then can individuals 
and households, regardless of their age, gender or socio-
economic class, look forward to a dignified retirement with 
increased trust and confidence. 
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Background

Before considering the lessons learned, it is appropriate 
to review the primary long-term objectives of any 
pension system. In short, there are two key objectives in 
terms of outcomes for any pension system, namely:

1. To alleviate poverty amongst the aged. That is, every 
person in a civilised society should have the opportunity 
to live their last few years with dignity and security.

2. To enable most retirees to maintain the standard of 
living they have enjoyed during the 10-20 years prior 
to retirement. This goal is relevant to most individuals 
but does not imply support for the flamboyant or 
excessive lifestyles of the very wealthy.

It should be noted that this paper concentrates on 
pension systems and does not consider the broader 
issue of financial wellness and security throughout life. 
There is also a valid question concerning the relative 
importance of pensions when the basic necessities of 
life, such as clean air, water, food and shelter, are not 
readily available. However, that significant question goes 
beyond the restricted scope of this paper.

The two primary objectives of any pension system, 
as mentioned above, lead to the need for at least two 
components, namely:

1. A basic pension provided by the government, either 
universal or means-tested, which aims to ensure that no 
older person needs to live in poverty; and

2. A funded pension system, either in the public or 
private sector or a combination of both, whereby funds 
are set aside during an individual’s working years to 
provide financial support during their retirement years. 
Funded arrangements, as distinct from pay-as-you-
go arrangements, normally provide greater fairness 
between generations, particularly with the current 
presence of an ageing population. 

It is also worth noting that many individuals and 
households accumulate assets, including their home, 
outside the formal pension system. This voluntary 
behaviour should not be discouraged as it provides 
greater financial flexibility for individuals during their 
retirement years. 

Of course, in reality, the objectives of the pension system 
in any particular country are more complex than two 
or three pillars, as every system has developed from a 
particular social, cultural and economic history. No two 
systems are the same.

Nevertheless, it is critical that the major objectives of any 
pension system are agreed between all major stakeholders. 
This agreement or social compact means that when 
an unexpected event occurs, such as the COVID-19 
pandemic, there is a clear alignment around these long 
term objectives which are not undermined by short term 
decisions in the heat of a crisis. 

The following sections consider some of the experiences 
and lessons that the pandemic has brought to light 
in many societies and which, over time, will affect the 
outcomes from our retirement income systems.
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Economic consequences from COVID-19 
affecting pension systems
As noted above, there have been many consequences of 
the pandemic, which, in turn, have affected the future 
benefits that will be delivered from pension schemes. 
These have included:

• Reduced employment opportunities during the 
pandemic which affected pension contributions and 
benefit accruals, particularly amongst casuals and 
low-income earners. In many industries this had a 
greater impact on women than men. 

• Reduced contributions from some employers as they 
have sought ways to reduce costs which, in turn, 
reduce the retirement benefits accruing to employees.

• Reduced market values, particularly in the early 
months of the pandemic, which reduced the funding 
status of defined benefit funds and the value of defined 
contribution accounts.

• Early access to accrued pension savings in some 
countries to provide immediate financial support but 
which will reduce future retirement benefits.

• Increased government debt as governments provided 
additional income and health support to individuals 
adversely affected by the pandemic, which may place 
pressure on the sustainability of public pensions and 
support for private pensions in the future.

• Restricted flow of trade and supplies, as well as other 
global factors, leading to increased inflation which may 
lead to a reduction in the real value of future pension 
benefits.

These developments raise the question for many 
individuals and households as to whether their previously 
expected pension outcome will actually be delivered in the 
future. Those approaching or already in retirement may 
therefore consider some of the following actions:

• Defer their retirement to increase the size of their 
future pension.

• For those approaching retirement, increase their 
pension contributions which could reduce their 
immediate standard of living.

• Increase their investment risk to boost their investment 
return within a defined contribution arrangement.

• Manage the drawdown of their retirement savings 
more frugally, where that is possible.

• Reduce their retirement expectations.

On the other hand, there have been increased personal 
savings in many economies as households had reduced 
spending opportunities during the pandemic. This 
consequence provided an opportunity for pension 
schemes to encourage additional contributions. It is also 
noted that, for many individuals, the contributions paid 
into pension schemes did not reduce. However, it must 
also be recognised that the households with additional 
savings are different from those who have been hardest 
hit by the pandemic with reduced employment and lower 
pension contributions.

One of the lessons from the pandemic for the design of 
pension systems is the need for greater flexibility as social 
and economic conditions change, including changes 
in the financial position of households. For example, a 
fixed contribution rate (either expressed in dollars or as 
a percentage of income) may no longer be appropriate. 
Pension plans need to be agile and accommodate 
changes to reflect the changing social and financial 
conditions faced by their members.

Lessons impacting individuals
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Government decisions relating to 
COVID-19 affecting pension systems
Many governments responded to the impact of COVID-19 
with immediate financial support to individuals whose 
livelihood was adversely affected by the pandemic 
through the loss of employment, business or opportunity. 
This was a very reasonable response.

Inevitably such responses, together with reduced taxation 
revenue and increased health costs, increased the level 
of government debt significantly when expressed as a 
percentage of GDP. As the pandemic continued, the debt 
has continued to increase. While interest rates were low, 
the immediate economic impact was limited.

However, as interest rates rise, there will be longer-term 
consequences of these higher levels of debt. One of the 
likely effects will be increased pressure on the level of 
government-provided benefits, including pensions to 
the aged, particularly where they are means-tested. The 
presence of an ageing population compounds this concern.

Hence, it is desirable that an overall retirement income 
system does not rely solely on government pensions. 
A multi-pillar system, including both the public and 
private sectors, increases the probability of longer-term 
sustainability of pension provision.

Having recognised the pressure on some public pensions 
due to the increasing cost of debt, it should also be noted 
that some governments may reduce their level of support 
for private pensions in the future through increased 
taxation or reductions in contribution caps and/or benefit 
limits. Again, this risk highlights the advantages of the 
existence of several sources (or pillars) of financial support 
during retirement.

Some governments also announced arrangements for 
individuals to access some or all of their accrued pension 
benefits during the pandemic. Whilst the immediate 
impact of these available funds eased the adverse 
financial consequences of the pandemic, the longer-term 
impact will be significant for many households.

For example, in some cases, an individual’s pension 
account was wiped out by the early release of the benefits 
and in many cases, the withdrawal occurred during a time 
of depressed financial markets meaning that the market 
loss was crystallised. In addition, a significant payment of 
benefits within a short period of time, such as occurred 
in Chile where 25 per cent of the assets were withdrawn 
(OECD, Pensions at a Glance 2021, p24), places a significant 
liquidity strain on pension funds which adds further 
pressure on the financial markets.

Although the governments’ decisions and the subsequent 
behaviour by individuals were understandable, this 
experience highlights the need for clear long-term 
objectives of the overall pension system. The primary 
objective of the pension system should be to provide 
adequate and sustainable retirement incomes for most of 
the population. Therefore preserving accrued retirement 
benefits until retirement in most circumstances represents 
an important characteristic of the best pension systems.

Another change in some countries was for governments 
to reduce or remove the level of minimum drawdowns 
during retirement. In some cases, this led to retirees 
reducing their retirement income and thereby suffering a 
reduction in living standards.

A decision by governments to permit or discourage 
the release of accrued pension assets for short term 
political gain is inconsistent with desirable long-term 
outcomes from pension systems. For example, early 
withdrawals should be restricted to exceptional individual 
circumstances and should not be available to all pension 
plan members. 
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Community experience from COVID-19 
affecting pension systems
There have been significant differences in the impact 
of COVID-19 amongst different groups within many 
societies. That is, while many white-collar workers have 
been able to work from home and consequently reduce 
their exposure to the risk of COVID-19, workers in 
some critical industries have not had this opportunity. 
Hence, there has been a higher infection rate amongst 
lower paid and casual workers prior to the rollout of 
comprehensive COVID-19 vaccination. This effect has 
also led to higher rates of COVID-related mortality 
amongst lower socio-economic groups. 

Whilst the longer-term health effects of COVID-19 
remain uncertain, there may be differing impacts on 
life expectancies amongst different groups. Indeed, it is 
probable that the existing differences in life expectancies 
between different groups of pension plan members will 
be widened as a result of the pandemic.

This raises the interesting question about the appropriate 
pooling arrangements for longevity risk within funded 
pension arrangements. For example, is it reasonable 
that blue-collar workers with their lower average life 
expectancies are in the same pool as white-collar workers? 
This question becomes even more relevant with the 
global trend from defined benefit schemes to defined 
contribution arrangements and the associated increased 
focus on individual responsibility.

Of course, another experience from COVID-19 within 
most communities has been that those individuals whose 
employment was most affected tended to be in particular 
industries such as travel, tourism and hospitality. 

In general, this impact was felt more strongly amongst 
female and lower-income employees.

Whilst some of these individuals received government 
support during the pandemic, it was uncommon for this 
support to include financial support (or contributions) 
towards their retirement pensions. There were some 
notable exceptions to this general approach, including in 
the Netherlands and the United Kingdom.

However, the overall position is that the gender pension 
gap has widened as a result of COVID-19. It is therefore 
appropriate for governments to review the multiple 
causes of this gap, which include the gender pay gap and 
different employment opportunities, and take actions 
to reduce the gender pension gap over the longer-term 
including, where appropriate, a review of the interaction 
between public and private pensions.

Another widespread community experience has been 
significant changes in how many individuals work as 
well as their approach to technology. Not only has this 
altered the administrative operations of pension schemes, 
but it has also changed how schemes interact with their 
members. The use of technology has taken a giant 
step forward, leading to new opportunities for pension 
schemes to improve the quality of their communication 
alongside the increased expectations from members.
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Individual experience from COVID-19 affecting pension outcomes
With the global trend towards defined contribution arrangements, increased responsibility is being given to 
individuals to manage their own personal pension arrangements. In many cases, this includes the option to switch 
between different investment portfolios offered by the pension plan. For example, plan members may switch part or 
all of their accrued benefits between cash, a balanced portfolio and a growth-orientated portfolio, with its increased 
risk and volatility.

Behavioural finance shows that where they have investment choice, many individuals move to safety when a 
significant market downturn occurs or there is increased uncertainty. Aware Super, a leading superannuation fund 
in Australia with more than one million members, tracked the decisions of its members in the early months of the 
pandemic (i.e. during February and March 2020). They discovered that about 11% of their members who had chosen 
to select their own investment strategy (that is, those members who did not remain in the default product) switched 
their investments during this time with 79% switching to a more defensive portfolio, including 46% switching to cash. 
Yet by August 2020, two-thirds of those who had switched to cash remained in cash, even though the financial markets 
had recovered. (Shang Wu, Portfolio choice for retirement savings: The impact of market volatility during the COVID-19 
pandemic, 28th Colloquium of Pensions and Retirement Research, December 2020.)

Such behaviour and consequences are not uncommon during periods of financial stress or community uncertainty. 
However, it does raise the question as to how much guidance, choice or freedom should be provided to individual 
members of pension plans. The pension industry needs to help members find a balance between the long-term 
perspective and their right to make decisions in the short-term. There is no simple solution. Information, education 
and financial advice will help but are they enough? Do pension plans have a responsibility to discourage members 
from a quick and immediate switching out of a portfolio which has a focus on the longer term? 
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What do these lessons mean for our pension systems?
The trend towards defined contribution pension arrangements is well established worldwide and will not be reversed. 
Inevitably many of the risks previously borne by employer sponsors of defined benefit schemes will be transferred to 
individuals. This is likely to mean a greater spread of results and less predictability.

At the same time, governments will be under increasing fiscal pressure from increasing debt, rising interest rates and the 
ageing population. Governments can no longer afford to underwrite the full pension provision for all, whether it be on a 
fully pay-as-you-go system or a hybrid arrangement with some funding.

In addition, there are changing labour markets, the growth of the gig economy and a reduced commitment to pensions 
from many employers. Therefore, it is essential that every worker, whether they be an employee or self-employed, be 
required to set aside some of their wages each year in a pension fund for the future. This will often mean contributions 
from both employers and employees.

The appropriate level of these contributions will depend on the many social, financial and economic factors within 
each country. There is no single contribution level or rate suitable for all. However we must increase pension coverage 
so that all workers are covered. This development also means that cost-effective and sensible default products are 
available so that individuals do not need to make decisions, if they do not wish to accept that responsibility. 

Finally, we need to work through the balance between individual responsibility, default products and the pooling of risks. 
It is critical that each overall pension system is sustainable, provides adequate benefits and is fair, thereby building up the 
trust and confidence within the community. 
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The resilience of pension plans
As noted above, pension arrangements need to be 
sustainable over many decades. They are not about the 
short-term. Yet, inevitably there will be short-term shocks, 
as occurred with the COVID-19 pandemic, which may 
threaten the future of some pension plans and hence 
the benefits provided to their members. It is critical that 
pension plans are resilient and can withstand a range of 
risks and shocks, some of which may be predictable whilst 
others are not.

This section outlines some of these risks and lessons 
learned from the pandemic.

Corporate failure
Employer-sponsored pension arrangements commenced 
in the 19th century as employers used these ‘positive’ 
schemes to attract and retain staff. In essence, many of 
these early schemes were designed for the benefit of the 
employer, not their employees.

Of course, these schemes have now evolved to provide 
good benefits to some or all employees. Nevertheless, 
many arrangements continue to rely heavily on financial 
support from the employer. During a period of financial 
stress, this support may reduce or disappear totally, even 
from employers in a seemingly strong financial position. 
This occurred during the pandemic with some employers 
ceasing to exist with unpaid employer contributions and 
no future contributions.

Such events highlight the critical importance of fully 
funded employer-sponsored schemes and for defined 
benefit arrangements, the use of realistic actuarial 
assumptions in the funding calculations.

Liquidity stress
In normal circumstances, most pension plans experience 
positive cash flow as contributions and investment 
income exceed benefit payments and expenses (including 
taxation, where applicable). However, there are many 
possible circumstances where an unexpected decision or 
event occurs that generates a negative cash flow which 
can place significant liquidity stress on the plan’s finances, 
some of which occurred during the pandemic.

Examples include:

• A short-term government decision which permits 
members to withdraw some of their accumulated 
benefits.

• Significant switching by plan members between 
investment portfolios due to current economic or social 
conditions which requires the sale of some significant 
assets, possibly at reduced prices.

• Staff shortages or disrupted operations resulting in 
unexpected patterns of cash flows.

• A corporate restructuring or business sale which means 
a significant portion of the pension plan membership 
transfers to another pension plan

• An adverse media story which generates significant 
member behaviour with funds being transferred from 
the current pension plan. 

• An aging membership which gradually leads to 
increased benefit payments and a steady decline in the 
size of assets held by the pension plan.

If potentially stressful situations, including but not limited 
to liquidity issues, are not anticipated or included in 
possible scenarios discussed by the plan’s governing body 
and management, the consequences can be significant to 
the detriment of the outcomes delivered to plan members. 
It is therefore essential that pension plans undertake some 
planning for contingencies which, while not expected, 
could occur. These risk management plans must be 
living documents that are reviewed regularly and ready 
to use. It is always better to be prepared than be caught 
in a pressured environment which requires short-term 
responses with undesirable longer-term consequences.

Lessons impacting
Pension plans



Long-term lessons from the pandemic for pension systems 10

Underperformance
Pension plans should be institutions with a long-term focus 
that provide benefits to their members for decades. A short-
term orientation is not desirable. The ultimate purpose 
of the pension plan is to deliver long-term benefits to its 
members and investors, many of whom may have limited 
financial understanding and knowledge. Notwithstanding 
this long term focus, the performance of every pension 
plan should be regularly monitored by the governing board, 
management and the relevant regulator(s).

There is no single measure of underperformance that 
is relevant for all pension plans. However, any of the 
following outcomes should be a cause for concern:

• Operational failures where member applications or 
queries are not responded to in an appropriate manner 
and within an acceptable time frame.

• Operational failures where member benefits are not paid 
on time or the benefit calculations are frequently wrong.

• Operational failures where the pension plan does 
not implement new government regulations or 
requirements.

• Long-term investment performance significantly below 
the industry average for a similar asset allocation.

• Inappropriate asset allocation for the longer-term or in 
respect of the plan’s liabilities.

• Member services, including member communication 
and the development of an appropriate website, that 
are significantly below average or poorly developed.

As well as poor member outcomes, consistent 
underperformance can lead to an increased focus by the 
regulator or adverse media stories. These outcomes are 
likely to be more pronounced during periods of stress within 
the economy or society, as occurred during the pandemic.

The management of pension plans is not a ‘set and forget’ 
business. Rather pension plans need to be constantly 
improving their performance and service to members, 
developing a culture of learning from previous mistakes and 
a willingness to be agile and flexible as conditions change.

Government intervention
During the COVID-19 pandemic, most governments 
took actions responding to the economic, financial, 
health and social consequences of the pandemic. In 
some cases, these affected the operations of funded 
pension scheme arrangements.

As the funded private pension system becomes more 
important in many countries, both economically and socially, 
it is not surprising that some governments may consider 
increasing regulation, changes to taxation and/or using 
pension assets to achieve political objectives. After all, 
pension arrangements may be seen to be a relatively simple 
target for the following reasons:

• The level of assets, expressed as a percentage of GDP, 
is rising and the related investment decisions are seen 
to be beyond government influence.

• Furthermore, these assets are often locked away for 
years so they cannot be used to help with a short-term 
financial crisis.

• The pension system is often poorly understood by 
policymakers and the fees charged may appear high.

• Many pension systems receive significant taxation 
support which is often skewed towards higher income 
earners leading to political concerns relating to fairness.

• Conflicts of interest exist in many pension arrangements 
given the multiple parties that are often involved.

• The quality of service offered by some pension 
plans may appear limited when compared to other 
financial institutions.

• Many voters do not appreciate the long-term benefits of 
their pension arrangements.

In short, the private pension system can be an easy way 
for governments to raise taxation, provide fiscal stimulus 
within the economy or adversely affect particular sectors 
within society.

In part, this outcome is understandable as the provision 
of pensions is for the longer term and most voters and 
governments have a much shorter-term focus. For 
example, if an individual’s retirement benefit is reduced by 
say 5% in 20 years’ time, does that really matter?

Of course, it does matter, but this question highlights the 
need for the global pension industry to keep telling its story. 
The industry needs to be proactive in generating public 
support for pension provision. In addition, it needs to be 
willing to identify and tackle the problems that are inherent 
within the industry. Waiting for the government to act is not 
the best way forward.

The pandemic has highlighted the fact that governments 
will act when there is a new risk threatening the community. 
That is the role of government and perfectly acceptable. 
However, the pension industry with its accumulated assets 
is not the answer to all these threats. It has a much longer-
term purpose.
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This paper began by highlighting the two primary long-term objectives of any pension system, namely:

1. To alleviate poverty amongst the aged. 

2. To enable most retirees to maintain the standard of living they have enjoyed during the 10-20 years prior to retirement. 

The COVID-19 pandemic has not changed these objectives. However, there are consequences of the pandemic for most 
pension systems. While the details differ between countries, it is suggested that the following will apply to many retirement 
income systems in future years:

• The public pension will continue to have an important role. However, with increasing government debt and rising interest 
rates, it will be under increased pressure in many pay-as-you-go systems and the public pension may become harder to 
receive, particularly where a means test applies.

• Funded private pension system may also come under pressure as many systems receive significant taxation support and/
or do not provide benefits to the whole population.

• As private pension systems continue to grow, pension plans will need to become more flexible and adapt to changing 
economic and social circumstances, as well as becoming more accountable and generating increased trust amongst 
the community.

• An increased focus on fairness and the removal of inequalities and biases within many existing systems is required. For 
example, it needs to be recognised that many low-income workers, casuals, minority groups and women do not receive a 
good outcome from some retirement income systems.

• There will be increased individual responsibility which will inevitably lead to poorer outcomes for some members. There 
is no single answer as to the right balance between paternalism with limited choice for members and greater individual 
freedom. That is a question for each society. However, whatever the decision, there is a clear need for more consumer-
friendly information, education and guidance.

Conclusions
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