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Abstract 

This study examined contributory pension scheme and Nigerian economy from 2005 to 2019. 

The specific objectives of the study were to; ascertain the effect of retirement savings account 

(RSA) portfolio performance on GDP growth rate, investigate the effect of closed pension 

fund administrators (CPFA) portfolio performance on GDP growth rate. The study used ex 

post facto research design while descriptive statistics were adopted to measure the individual 

characteristics of the variables. The study discovered that retirement savings account (RSA) 

portfolio performance does not have significant effect on GDP growth rate; closed pension 

fund administrators (CPFA) portfolio performance does not have significant effect on GDP 

growth rate; retirement savings account (RSA) portfolio performance does not have 

significant effect on GDP growth rate. The study therefore recommended that there should be 

more emphasis on the management of pension assets in the capital market as well as 

government bond, real estate, investment trust to boost Gross Domestic Product (GDP) of the 

country (Nigeria) and PenCom should ensure effective monitoring, supervision and 

enforcement of the provision of the PRA 2014, which are the inevitable ingredients in the 

Contributory Pension Scheme towards Gross Domestic Product (GDP).   

Keywords: Retirement savings account (RSA), closed pension fund administrators (CPFA 

GDP growth rate. 
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Introduction 

It is a practice globally, even in the most advanced economies of the world, like the United 

State of America (USA), United Kingdom (UK), and France, such that issues relating to 

pension administration and treatment of the aged and the infirmed pose very deep and 

disturbing problems (Ahmad & Oyediran, 2013).  

The difference however as observed by Kolawole (2003), is that in advanced economies, the 

power of imagination, creative thinking and planning are brought to bear on complex social 

problems. Workers generally in the public or private sectors are expected to live comfortable 

life devoid of any form of dependency after their successful retirement from active service. 

According to Sule and Ezegwu (2009), the working lives of employees transcend from active 

employment to retirement. Ideally, it is expected that Governments and other employers of 

labour identify ways of accommodating and adequately rewarding the past efforts of these 

employees through pension plans. This is the goal of different retirement policies which 

include the Defined Benefit (pay-as-you-go) Scheme, the National Provident Fund Scheme 

and the Contributory Pension Scheme in Nigeria (Sule & Ezegwu, 2009).  

In Nigeria‘s public sector pension funds were always subject to budgetary allocations, non-

contributory and not fully funded, which created bottlenecks and deficits, with an estimated 

₦2.3 trillion pension liabilities to public servants in Nigeria owed by the Federal Government 

before adoption of Contributory Pension Scheme in Nigeria in 2004, also was the issue of 

diversion of allocated funds and presence of ineligible pensioners on the payroll (Odia & 

Okoye, 2012;Nyong & Duze, 2011; Sule & Ezugwu 2009). These myriad of issues led to the 

then ‗2004 Pension Reform Act‘, which gave rise to the Contributory Pension Scheme (CPS). 

However, the Pension Reform Act 2004 only covered employees of the Federal, Staff of the 

Federal Capital Territory as well as private sector employees (S.1(2) of PRA: 2004) and 

excluded employees of States and Local Governments. Hence by implication, the Act granted 

States and Local governments the latitude to evolve independent schemes that were in tune 

with their norms and values (The Servant 2006).  

Pension schemes are designed to provide employees with security by currently building on 

rights that will give a guaranteed income to the employees or his dependents on retirement or 

death (Ngu, 2014). As such the central goal of pension scheme is to ensure lives of retirees‘ 

after service are not jeopardized due to financial constraints (Yusuf, 2014). But with the 

limitations and weaknesses of the previous Pension Reforms, it became imperative for the 

government to embark on a new set of reforms which gave rise to the Contributory Pensions 

Scheme in Nigeria in 2004. It is in the light of these that the researcher intends to examine the 

effect of Contributory Pension Scheme and Nigerian economy. 

Despite being one of the only economic security for the aged, the administration of pension 

scheme has been confronted by multiple and diverse problems such as inadequate funding, 

poor documentation, inadequate subventions and grants, poor filing in pension office, lack of 

accountability, corruption and embezzlement of funds. This has led to untold hardships to 

retirees within such period (Iyortsuun & Akpusugh, 2013).  

Prior studies were mainly conducted before the reform (Nwagwu, 2014; Eme, Uche, & Uche, 

2014; Omah, Anifowose, & Ogundina, 2013; Iyortsuun & Akpusugh, 2013; Fapohunda, 

2013; Ayegba, 2013). Therefore, few studies have empirically sought to examine the effect of 

the 2014 reform and amendments on Retirement savings account (RSA) pension fund asset 

and closed pension fund administrators (CPFA) retiree fund in relation to each portfolio 
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performance. Considering that pension funds have recently enlarged its investment universe 

to include new assets classes such as: Infrastructure Bond/ Sukuk, Global Depository Notes, 

Mortgage Bonds and Mortgage-Backed Securities etc in order to attract an increase in yield, 

the short and long term economic consequences of the Pension Reform Act as it affects these 

investments becomes imperative so as to understand the nature of effect it has on the 

Nigerian economy. 

The main objective of the study is to evaluate effect of Contributory Pension Scheme on 

Nigeria‘s economy. The specific objectives of the study are as follows: 

1. To ascertain the effect of retirement savings account (RSA) portfolio performance on 

GDP growth rate. 

2. To investigate the effect closed pension fund administrators (CPFA) portfolio 

performance on GDP growth rate. 

 

Review of Related Literature 

Overview of Pension 

Pension is the amount paid by government or company to an employee after working for 

some specific period of time, considered too old or ill to work or have reached the statutory 

age of retirement (Adams, 2005). It is equally seen as the monthly sum paid to a retired 

officer until death because the officer has worked with the organization paying the sum. 

Robelo (2002) asserted that pension is also the method whereby a person pays into pension 

scheme a proportion of his/her earnings during his working life. The contributions provide an 

income (or pension) on retirement that is treated as earned income. This is taxed at the 

investor‘s marginal rate of income tax.  

On the other hand, gratuity is a lump sum of money payable to a retiring officer who has 

served for a minimum period of time. A greater importance has been given to pension and 

gratuity by employers because of the belief that if employees‘ future needs are guaranteed, 

their fears ameliorated and properly taken care of, they will be more motivated to contribute 

positively to organization‘s output. According to Ozor (2006), pension consists of lump sum 

payment paid to an employee upon his disengagement from active service. According to him, 

payment is usually in monthly instalments. He further stated that pension plans may be 

contributory on non-contributory; fixed or variable benefits; group or individual; insured or 

trustee; private or public, and single or multi-employer.  

In summary, a pension can be defined a fixed regular sum paid to a person, following 

retirement on having attained the retirement age or decided to disengage from service before 

his/her retirement date or health grounds. According to Sule and Ezugwu (2009), a good 

pension guarantees employee‘s comfort and commitment to the organization during his/her 

active years. 

Though the NPF was a funded scheme, the rate of contribution and the benefit receivable 

were so unrealistically low that the scheme became unsustainable (Akintola-Bello, 2005). 

Also, as a result of bureaucratic incompetence, dishonesty and corruption, large numbers of 

persons lost their contributions and failed to benefit (Yesufu, 2000). Records-keeping was 

manually based and it was difficult to properly keep and maintain such a large data by one 

institution. Apart from the problem of paltry contribution, mismanagement and corruption, 

certain provisions of the scheme were found distasteful. For instance, the provision that a 
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contributor who became unemployed could not be paid until after two years of 

unemployment has been described as unethical, callous, uneconomic and exploitative 

(Yesufu, 2000). Also, many people were left out of the scheme. While it provided that all 

companies with at least ten persons should contribute to the scheme, there was poor 

regulation and monitoring to ensure compliance. In the final analysis, the scheme became 

unpopular as many contributors were not paid.  

Contributions are calculated on the basic salary, housing and transport allowance subject to 

the maximum of N576,000 per annum or N48,000 per month. Benefits paid to claimants are a 

minimum of N4,400 per month (i.e. 80% of National Minimum Wage regardless of 

contributions being below the minimum wage) and a maximum of N22,000 per month (i.e. 

46% of ceiled pre-retirement income) (Akintola-Bello, 2005). The NSITF contribution 

applied to all companies incorporated under the Companies and Allied Matters Act (1990) 

and any other company where the number of persons employed was not less than five. Unlike 

the NPF three benefits scheme, NSITF recognized six types of benefits, namely, old age or 

retirement pension benefit, retirement grant; survivor‘s benefit, death grant, invalidity benefit, 

and such benefit as may be approved from time to time by the Management of the Fund 

(Yesufu, 2000).  

However, the scheme was still haunted by some of the factors that affected its predecessors 

both in the public sector and the NPF. Dorstal (2010) summarized major failings of the 

NSITF scheme as documented by others like ILO (2006) and Casey and Dorstal (2008) to 

include the scope of coverage, high administrative cost, low pension payouts, and highly 

fragmentation of the scheme. He further observed that only about 10 per cent of the Nigerian 

work force belonged to a pension scheme.  

Key Provisions of the 2004 Pension Reform Act 

The major feature of the 2004 pension plan is that it is contributory, fully funded, managed 

by third parties with some kind of control and checks and balances. The scheme covers 

employees of the federal government, Federal Capital Territory and private sector 

organizations employing five persons and above. In the spirit of federalism which Nigeria 

practices, the state and local government are expected to adopt their own legislations to 

establish the contributory scheme, but at present most states have remained in the old defined 

benefit scheme. The 2004 reform is rather a systematic one, that is, it involves complete shift 

in the pension systems from the defined benefit system to the defined contributory system. 

Some key provisions of the Pension Reform Act, PRA 2004 include: 

1. Provisions of an Apex regulatory body, the National Pension Commission. The body will 

formulate, direct and oversee the overall policy on pension matters in Nigeria; maintain 

national data bank on pension matters, receive and investigate complaints against Pension 

Assets Custodians (PAC), employers or Pension Fund Administrators (PFA). 

2. Establishment of a contributory pension scheme. The contribution is divided between the 

employer and employee; the employee contributes 7.5% at least of his monthly salary 

while the employer contributes 7.5% of the employee‘s salary to the scheme. In the 

military service, the employee contributes a minimum of 2.5% while the employer 

(federal government) 12.5%. However, such contributions may be borne solely by the 

employer, i.e. 15% minimum being paid by the employer {section 9 (1)}. 
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3. Deduction of the monthly contributions by the employer. The employer shall deduct and 

remit same to the PAC within seven days of pay day and the PAC in turn to notify the 

PFA where the employee Retirement Savings Account is domiciled within 24 hours. 

4. Contributions of public servants to be made by the government as the employer and 

should be a first charge on the Consolidated Revenue Fund of the Federation. 

5. The employer is also expected to maintain life insurance policy in favour of the employee 

for a minimum of three times the annual emolument of the employee {Section 9 (3)} 

6. Individuals not covered under the scheme as stipulated in section 1 of the Act are free to 

make voluntary contribution under the scheme. 

7. Individuals, covered by the scheme can in addition to the minimum specified contribution, 

make additional contributions to their Retirement Savings Account. 

8. Each employee is required by the Act to open a Retirement Savings Account in his/her 

own name with a licensed Pension Fund Administrator (PFA) of his/her choice (PRA, 

2004, Section 4(1) a-c). 

 

The Prospects of the 2004 Pension Reform 

Three institutions were significant in the management of the new scheme. These are the 

National Pensions Commission (PenCom), the Pension Fund Custodian (PFC) and the 

Pension Fund Administrator (PFA). They perform separately interrelated functions all geared 

towards the success of the programme. The provision of these three institutions and their 

respective functions, and, the overriding contributory nature of the new scheme were the 

basis of the great promises hoped for the scheme. There are expectations that the scheme will 

surmount major problems of the old schemes. Nigerian policy makers and those who were in 

support of the model (Demaki & Dedekuma, 2006) have tended to justify it based on the fact 

that some of the problems that contributed to ineffectiveness of previous schemes have been 

addressed by the new scheme and on the relative success which the new scheme has had in 

Chile from where it was adapted from. The main concern of the new pension scheme is safety 

of the fund and the maintenance of fair returns on the amount invested (Section 72). For Odia 

and Okoye (2012), a two-tier system of the PFA and PFC in the management of pension asset 

was adopted to safeguard the fund, and their function interlock to act as a grid against 

financial impropriety. They further argue that since the two institutions assume joint trust 

positions, an incidence of financial impudence is reduced though cannot be totally rule out.  

Other checks and balance measures for enhanced fund safety included the guarantee and 

insurance by Pension Fund Custodians for individual employees, the strict intense 

supervision by the Commission, the rigorous licensing procedures to ensure that participating 

institutions are credible and the requirement that the Auditor reports on the financial activities 

of these administering institutions be submitted to the Commission (Odia & Okoye, 2012). 

The issue of regulation and supervision has indeed given some credibility to the scheme since 

inception. The National Pension Commission has been fully committed in its regulatory and 

supervisory roles. For instance, the Commission has issued guidelines to further guide the 

operations in the pension industry so as to entrench sound corporate governance in the 

activities of pension fund operators.  

The model is not an inflexible blueprint, and, Dorstal (2010) a frontline critic of the 

model has well realized this by observing that the Nigerian government and the Pension 

Commission (PenCom) have made some adjustments to the Chilean model. 

Other fears of critics of the contributory scheme are that: 
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i. It will deliver ‗a poverty pension rather than old age security to contributors‘ (Dorstal, 

2010); 

ii. claims about the contribution of pension funds to macroeconomic growth contrary to 

the quality of the regulatory environment have limited significance over time 

(Iglesians; 2009; Barr & Diamond 2008); 

iii. there are high transition costs in paying for the winding down of the previous Direct 

Benefit Scheme, thus constituting a double pension costs on government 

iv. the presumed ―fairness‖ of a funded pension system – directly linking contributions 

with benefits – ignores insurance and redistributive goals that tend to re-emerge on 

the policy-making agenda once the extreme inequalities of ―fairness‖ become salient 

(Dorstal,2010). 

 

These are worthwhile fears. However, they are more or less based on economic projections 

which are neither here nor there because of uncertainties of the future. For instance, the issue 

of delivering a poverty pension is rather an economic issue that is based on a number of 

uncertain future outcomes. Pension funds accumulate over the years leading to consistent 

expansion of investment assets. It also constitutes long term liability since it may not be paid 

out all at once (Barr & Diamond, 2009). Pension is not a function of only the amount 

contributed. It depends on the returns on investment over the years and the number of years 

for which contributions are made. These of course are futuristic economic issues for which 

conclusions are not simple and exact.  

The view of scholars like Akintola-Bello (2005) that the objective of an efficient pension 

scheme must include guaranteeing the entire population a secure income during old age, long 

term illness and disability therefore is distortive of the particular merits of the scheme to 

those for whom it is directed. It cannot be evaluated as a basic safety net that is inclusive of 

every old person including those that have not been fortunate to be employed or work 

sufficiently to be guaranteed a minimum pension.  

Critics also talk about the high cost of transition because the government pays those in the 

accumulated old pension scheme and still make contributions for the new scheme. This is 

necessarily so. But if the government is continuing with the old scheme, it also accumulates 

more pension liabilities as more people are due for retirement. More serious criticism borders 

on the effect of inflation, charges and other depletions that will arise in the course of 

management and investment of the pension funds over the years.  

The diversification in investment portfolios is strongly encouraged so that decline in value in 

some assets may be offset by increase in the value of some others (Akintola-Bello, 2005). 

Investment of pension assets in Nigeria currently cover money market instruments, 

government bonds, capital markets stocks, real estates, life annuity and so on. The utility of 

this diversification as a buffer against the envisaged future economic effects cannot be 

dismissed. Corruption and sharp practices also constitute a big challenge to the success of the 

pension administration in Nigeria. In recent years, huge losses through corrupt practices have 

been revealed in the pension sector. 

Finally, the issue of coverage must be mentioned. The 2004 pension scheme according to the 

legislation covers the employees of the federal public service, Federal Capital Territory and 

private sector organizations having up to five employees. States and local governments were 

expected to enact laws to introduce similar contributory schemes. However, most states, local 

governments and private sector organizations are still in the process of considering the 
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introduction of the new scheme and taking their time to adopt the scheme in ten years. The 

delay in adopting the scheme by the lower tiers of government is informed by the potential 

increase in wage bills or what critics regard as transition costs. This is not too good for their 

employees who have continued to be affected by the rot in the DB system especially in terms 

of lack of fund to pay retirees. Most private sector organizations also have not registered their 

employees with the scheme.  

As contained in the 2009 Annual Report of the National Pension Commission, private sector 

employees that have opened Retired Savings Accounts (RSA) were 1,649.045 (41.1 per cent). 

The inclusion of private sector organizations with small number of workers (the scheme 

requires the participation of firms that have at least five employees) remains one of the most 

difficult aspect of the new scheme. There is currently little or no documentation of these 

establishments most of which operate in the informal sector. Most employers with five 

employees do not have a registered or incorporated business. 

Yet, it is the private sector that holds key to the level of coverage that the scheme can reach. 

While civil servant population is about 260,000 and military and paramilitary about 200,000, 

membership from formal and informal sector is not expected to be less than 25 million 

(Tongola, Tedunjaiye, Balogun & Ogah, 2014). They further observe that the Commission 

does not presently have the capacity to gather and manage the required data in this regard. 

The Pension Commission adopted some mobilization strategies that include on-site 

inspection of employers, collaboration with other regulatory and professional bodies, 

dispatching compliance letters to non-compliant organizations and engaging in public 

enlightenment and application of regimes of sanctions (NPC, 2009); these efforts however 

made small improvements in capturing the informal sector. As at 2009 the Commission 

reported that compliance-demand letters sent out to 5,088 private sector organizations, of 

these 2,910 organizations complied within the stipulated deadline; while the remaining 2,178 

were sanctioned in accordance with the procedures laid down in the Regime of Sanctions 

(NPC, 2008). Thus, the issue of coverage especially for firms with lesser number of 

employees remains a daunting challenge to the reform. 

 

The Retirement Savings Account (RSA) 

As specified under section 11 of Pension Reform Act (PRA) 2014, a retirement savings 

account (RSA) is a deliberate account mandated by law to be opened with a PFA by an 

employer with more than 5 employees. Under the new Act the employer and employee 

contributed into the RSA of the employee. An employer may however elect to contribute the 

entire 18% on behalf of its employees. Prior to the recent announcement, for an employee to 

gain access to RSA, must be above 50 years of age. With the announcement, holders can 

negotiate the mode of withdrawals or annuity. There is also provision for initial lump sum 

withdrawal. An RSA holder can gain temporary access to the account before retirement only 

when out of job for six months but the RSA balance would be withdrawn before the age of 50 

years. An employee may also choose to retire before 50 years on medical grounds in line with 

the terms and conditions of employment. In Nigeria, the RSA is currently N4.4 trillion. 

 

Closed Pension Administrators Fund (CPAF)  

Currently, there are 26 Pension Fund Administrators, 7 Closed Pension Fund Administrators 

(CPFA) and 5 Pension Fund Custodian, and they are expected to capture a potential 

50million contributors, PENCOM (2010). PENCOM (2010) reports indicates that pension 

fund assets have grown from N47 billion in 2004 to N2, 029.77 billion in 2010 while Pension 
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savings contribution from the public and private sectors has grown from N15.6 billion in 

2004 to N289.9 in 2010. These pension funds are expected to be invested in 11 specified 

asset classes which include: Local Ordinary Shares, Federal Government of Nigeria, State 

Government Securities, Corporate Bonds, Financial Institution Deposits, Open and Closed-

End Funds, Foreign Money Market Securities, Real Estate Properties, Unquoted Securities 

and Cash /Other Assets. This study seeks to deter-mine the impact of contributory pension 

scheme on economic growth in Nigeria. Pension funds add value to world economies through 

direct contribution to the GDP, accumulation of savings, financial market development, 

reducing old age poverty and acting as consumers of financial services (Njugana, 2010). 

 

Economic Growth and Development 

Economic growth is generally defined in terms of increase in the GDP to distinguish growth 

from development. Even though, these concepts are sometimes used interchangeably, one can 

still make an attempt to distinguish them. Growth is usually taken to mean economic progress 

which is the rate at which the annual output of goods and services grow in real terms but 

economic development on the other hand is a less precise and more complex term which 

cannot be easily reduced to quantitative measurement in monetary terms alone. It involves a 

multitude of variables all of them dealing with man‘s existence.  

According to Jhingan (2006), economic growth is related to quantitative sustained increase in 

a country‘s‘ per capital output or income accompanied by expansion in its labour force, 

consumption, capital and volume of trade, while economic development is a wider concept 

than economic growth. It relates to qualitative change in economic wants, goods, incentives, 

institutions, productivity and knowledge. It is the upward movement of the entire social 

system.  

This implies that an economy can grow but cannot develop because poverty, unemployment 

and inequalities may continue to persist. Thus, while economic growth is the increase in the 

total out-put of an economy over a certain period of time, economic development means 

growth plus change. In the end however, economic development would say to have taken 

place if the totality of changes in these variables end up in improving the living conditions of 

the people. This explains why many economists believed that while economic growth is 

about things economic development is about persons. In the context of this work therefore, 

economic growth refers to increase in the value of GDP or increase in the GDP growth rate. 

There are certain fundamental indices for measuring economic growth and development. 

Such indices include the following: 

1. Gross National Product (GNP) - It is simply the total measure of the flow of goods 

and services at market value resulting from current production during a year in a 

country, including net income from abroad (Miller, & Power, 2000). This is one of the 

popular methods of measuring economic growth and development. It therefore 

implies that when GNP of an economy increases over a long period of time, such an 

economy is said to be growing or developing.  

2. GNP Per Capita - It is the average income of the people of a country in a particular 

year. It is also known as per capita income (Jhingan, 2006). It is calculated by 

dividing national income of a country by the country‘s total population. When the per 

capita income of an economy increases over a long period, it is recognized as 

economic growth.  
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3. Welfare - There is also a tendency to measure economic growth and development 

from the point of view of the economic welfare. This is because economic growth and 

development is regarded as a process whereby there is an increase in output and 

consumption of goods and services of individuals. Thus when there is a great increase 

in the welfare of the people in a country, it means there is growth and development.  

4. Social Indicators - Other economists have tried to measure economic growth and 

development in terms of social indicators. They include items like inputs which 

include nutrition standard or number of hospital beds or doctor per head of 

population, while others may be „outputs‟ corresponding to these inputs such as 

improvement in health in terms of infant mortality rates, and sickness rates. Social 

indicators are often referred to as the basic needs for development. When this is done 

in an economy, it is recognized as economic growth or development (Jhingan, 2006). 

Effects of the Contributory Pension Scheme on Economic Development 

The Contributory Pension Scheme (CPS) facilitates prompt and regular payment of benefits 

since funding is made monthly and credited to individual RSAs immediately. It also ensures 

availability of fund for investment, particularly to the capital market. Contributions are put to 

long term investments in the economy. It involves worker‘s participation since an employee 

contributes to the retirement fund and at liberty to decide who manages it. With the new 

scheme there is now a central regulator the Pensions Commission (PENCOM) who oversees 

all pension matters nationwide. There were three regulators in the pension industry before the 

enactment of the pension Reform Act 2004. There were the Securities and Exchange 

Commission (SEC), the National Insurance Commission (NAICOM) and the Joint Tax Board 

(JTB). SEC was the licensed pension manager while NAICOM was and is still the agency 

responsible for licensing and regulating insurance companies in Nigeria.  

The JTB was approved to monitor all private pension schemes backed up with enabling 

powers from schedule 3 of the Personal Income Tax Decrees 104 of 1993. There is also 

private sector participation in the management of the scheme which has introduced profit 

making into pension administration and services as a check against the inflationary effects on 

the contributions. In addition, there is the portability of the scheme since it is now easier to 

change jobs. The employee provides the new employer with details of the employee‘s 

retirement savings account. The new scheme reduces government spending and commitment 

to payment of retirement benefit as employees now contribute to it (Dalang, 2013). 

 

Empirical Review 

Eke, Ndubuisi, and Eleagu, (2018) investigated the relationships between investment in 

housing infrastructure and safety-equity factor in Nigeria‘s public pension funds 

management. The research design was based on ex post facto method of analysis. From 

primary and secondary sources of data which were drawn from legislative. The outcomes of 

this study showed that public pension funds have strong relationships with safety of funds 

and equity returns factor, among other key elements necessary to grow and sustain public 

pension contract. Adeniji, Akinnusi, Falola, and Ohunakin, (2017) examined the impact of 

financial performance on the value of Jordanian industrial firms, which are registered in 

Amman Financial Market (AFM). Regression is used to test the study‘s hypotheses. Tobin‘s 

Q and operational efficiency indicators were used to measure financial performance (Gross 

profit and the operating expenses). The study revealed that there is a statistically significant 
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impact of financial performance on the firms ‗values. Ameh, Ajie, and Duhu, (2017) 

investigated the impact of contributory pension scheme on economic growth in Nigeria. Data 

for the study were sourced from various issues of PenCom Annual Reports and World Bank 

Development Indicators (database). The data were computed with the use of Statistical 

Package for Social Sciences (SPSS). It was found that pension fund assets and pension 

contribution /savings mobilized over the years have positive but insignificant impact on 

economic growth. Christian, and Wobiaraeri, (2016) investigated the relationship between 

pension fund administration and infrastructure financing in Nigeria. The correlational 

research design was used for the study. A simple random sampling was used to select 108 

respondents for the study. The research questions were analysed using descriptive statistics, 

while the hypotheses were tested using Pearson Products moment correlation vie SPSS at 

95% level of confidence. Findings from the study show that there is Relationship between 

Retirement Pension Account and Return on Economic and Social Infrastructural Financing; 

also the study found that there is a significant Relationship between Superannuation Pension 

Account and Economic and social Infrastructural Financing in Nigeria. With the pool of 

pension funds, investment in infrastructure projects will be very meaningful and relevant to 

the growth of Nigeria‘s economy. Ahmed, Abayomi, and Nureni, (2016) examined some of 

the justification for the contributory pension scheme as part of its values and determined their 

implications for public servant‘s productivity and pensioners‘ welfare in Lagos State. The 

sample size is one hundred and twenty respondents (120). The result of the analyses reveals 

that there is significant relationship between adequate retirement package and employees‘ 

productivity and that it has a positive impact on the organization efficiency. Ikeanyibe, and 

Osadebe, (2014) did a review of the Promises and Challenges of the 2004 Pension Reform in 

Nigeria. They used a descriptive historical method to assess the 2004 pension reform in 

Nigeria. It examines the promises of the reform vis-à-vis the pre-reform crisis-ridden pension 

administration in both public and private sectors. The study found that most of the criticisms 

against the introduction of the scheme are based on economic projections which could be 

neither here nor there, and, which could be controlled by diversification in pension fund 

investments. Nwagwu, (2014) examined how the new CPS could be managed through 

transparency/accountability by employing a survey design. The study specifically sought to 

know whether transparency/ accountability was maintained in managing the consolidated 

pension fund evident in the new CPS. In total 478 questionnaires were administered in the 

south-eastern part of the country to the employees and pensioners of Federal Universities, 

Pension Funds Custodians (PF. Custods), Pension Funds Administrators (PF. Admins) and 

the officials of the National Pension Commission (PENCOM), who had randomly been 

selected for the study. Based on their specific objectives, the hypotheses were formulated and 

tested by the student T-test statistics. Overall, the findings indicated that until then, in 

managing pension funds, transparency/accountability had been maintained by the 

administrators and custodians of pension funds in Nigeria. Eme, Uche and Uche (2014) did 

research in the popular police pension scam that was investigated by the Senate of the Federal 

Republic (Nigeria). The study specifically sought to detail the background information about 

the scam, the investigations and the findings. The researchers thus suggest a reversion to the 

earlier position of keeping the pension funds of MDAs with the CBN in order to minimize the 

recurrent abuse of such funds by pension officials through unauthorized lodgements with 

deposit money banks. Aja (2014) studied an evaluation of the CPS administration in Nigeria, 

within a 10-year scope (2004-2013). The study used a sample of 381 participants. Data were 

analyzed using chi-square tool at 5% level of significance and 0.05 degree of freedom. SPSS 

was used to test the hypotheses. The result shows a high level of satisfaction with the time of 
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pension payment, and the extent of pension coverage is still very low. Ahmad and Oyadiran 

(2013) examined the impact of the 2004 pension policy on the welfare of Nigerian civil 

servants. Data for the research were collected through questionnaire using random sampling 

technique on 1500 respondents from the five ministries in Abuja. The analysis was carried 

out using simple percentage. The findings indicate that, the implementation of the new 

pension scheme significantly improves the welfare of the civil servants, but does not address 

the problem of corruption and inadequate budgetary allocation and therefore, the scheme is 

not effective in overcoming the problems of retirees in Nigeria. Omah, Anifowose and 

Ogundina (2013), did an exploratory examination was done with respect to pension fraud and 

the supra-administrative system of pensions in the country. The survey method was used to 

obtain a public opinion through the questionnaires specifically designed for the purpose of 

the study. The analyses of the findings indicate, inter alia, the dominance of fraud managers 

in the acclaimed corridors of power. The researchers therefore called for the 

rehabilitation/restructuring of pension administration in Nigeria. Iyortsuun and Akpusugh 

(2013) explored how the lifestyle of employees could effectively be managed after 

retirement. The data obtained from secondary and primary sources were sought. The 

descriptive and inferential statistics were based on the results of the computed simple 

percentages and the chi-square (X2) statistical test for the hypothesis. The findings led to the 

conclusion that a myriad of challenges like fraud, corruption, inefficiency, governance, 

regulatory challenges, etc. had scuttled the success of the country‘s on-going pension reform. 

Ayegba (2013) did an evaluation of Pension Administration in Nigeria. The study concluded 

that a well-organized structure that will ensure prompt payment of retirees and pensioners is 

highly desirable and this must be vigorously pursued by the government to facilitate 

economic development. Gunu and Tsado (2012) studied contributory pension scheme as a 

tool for economic growth in Nigeria. They used descriptive statistics to analyse the primary 

data which was collected through structured questionnaire administered to pensioners, 

managers and contributors. Their findings revealed that contributory pension scheme has 

begun to impact positively on the lives of operators and Nigerian capital market. Faruk 

(2012) conducted study on the effects of the CPS on welfare of retirees from selected federal 

establishments in Nigeria. The data collected for the study were analysed using chi-square 

alongside tables and percentages. The study found that CPS have partially addressed timely 

payment of benefits, it has also instilled some discipline in the savings habit of the federal 

public service. The study also found that, there is no complete adherence to rules by PFAs 

and finally, fluctuations in the stock markets exacerbates the pensioners fear about the 

scheme. Odia and Okoye (2012) compared the old pension act and the new pension act in a 

comparative analysis using descriptive statistics. The study finds that the new pension act 

started on a better note compared to the old pension act in terms of mobilization, participation 

and funds accumulation. Sanni (2012) examined how to develop effective strategy for 

pension administration in the Nigerian public sector, a study of Pension Commission Rivers 

State using a Questionnaire on a sample of 370 respondents. This study is also limited in the 

sense that, the findings of the study that, non-effective and efficient strategy of pension 

administration can be likened to poor pension administration is a mere pedestrian finding 

which below empirical findings. Oladipo and Fashagba (2012) conducted a study on the 

evaluation of compliance with the stipulations of the contributory pension scheme of Quasi-

government institutions in Nigeria. The analysis employed t-test and ANOVA and it was 

found out that, employers are operating within the stipulated 7.5% Pension contribution. 

Chizueze, Nwosu and Agba (2011) conducted a study titled―contributory pension scheme, 

workers commitment, retention and attitude towards retirement in the Nigerian civil service‖. 
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The study drew respondents from the federal and state civil services in Calabar metropolis. 

Five hundred and forty-eight (548) participants were sampled and questionnaire was used to 

elucidate data from the respondents. Data obtained were analyzed using Pearson Product 

Moment Correlation (r). Findings revealed that, contributory pension scheme significantly 

affects workers‘ commitment to work, retention and attitude towards retirement. Nyon and 

Duze (2011) carried out a study on the Pension Reform Act 2004 and retirement planning in 

Nigeria. A descriptive survey research design was adapted using questionnaire instrument, 

using a sample of 3000 serving teachers and teacher-pensioners. The result revealed that the 

objectives of PRA 2004 were yet to be achieved since retired persons still suffered trauma, 

pains and even death before they receive their pension packages in Nigeria in which the 

sustenance of the scheme was questioned.  
 

Gap in Knowledge 

The authors whose works were reviewed in this study failed to adopt autocorrelation and 

heteroskeidasticity tests as preliminary tests. This effect occurs because heteroskeidasticity 

increases the variance of the coefficient estimates but the OLS procedure does not detect this 

increase. Consequently, OLS calculates the t-values and F-values using an underestimated 

amount of variance. This problem can lead to the conclusion that a model term is statistically 

significant when it is actually not significant. 

 

Methodology 

This study adopted an ex-post factor research design based on the fact that the study seeks to 

examine the impact of past factor(s) on the present happening or event, and its strengths as 

the most appropriate design to use when it is not always possible to select, control and 

manipulate all or any of the independent variables.  

 

Population of the Study 

The population of the study comprises public sector and the Nigerian economy, her Pension 

schemes and reforms. The population of this study is the entire indicators and variables that 

points to pension scheme and contribute to economic growth of the Nigerian economy. It 

covered from 2005 to 2019. 

The data for this study were collected from secondary source. These sources include National 

Pension Commission Annual Report and The Central Bank of Nigeria Statistical, The 

Nigerian Stock Exchange, and The Nigerian Bureau of Statistics. 

Methods of Data Analysis 

Multiple regression technique was used to test hypotheses. Descriptive statistics were adopted 

to measure the individual characteristics of the variables while unit root test will be used to 

ascertain the stationarity properties of the variables. On the other hand, heteroskeidasticity 

and autocorrelations tests will equally be adopted to eliminate both Type I and Type II errors 

in the regression model. Finally, Auto Regressive Distributed Lag model (ARDL) will be 

adopted to ascertain the effect of the independent variables on the dependent variable. In 

order to achieve this, Econometric Views (E-Views) Version 10.0 will be adopted.  

Model Specification: 

The model of the study is based on the classical linear regression model of Brooks (2014). An 

econometric analysis of which gross domestic product growth rate is the dependent variable 

while the independent variable/explanatory variables are retirement savings account (RSA) 
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portfolio performance, closed pension fund administrators (CPFA) portfolio performance, 

contributory pension scheme (CPS) and total private pension contributory scheme (PCS). 

The model is shown as follows; 

Y = βO + β1X1 + β2X2  + μt -----------  i 

Where; 

Y = dependent variable 

X1, X2, = Explanatory or independent variable   

β1, β2,  ---- βn = the slope of coefficient of the parameter estimate 

μ = Error or disturbance term 

t = time 

In relating this to the study 

For Hypothesis One 

GDPGR = F(RSAPP, INFR) ------------------------------------- 3.2 

Relating it in econometric form and the variable  

logGDPGR = βO + β1log RSAPP + β2logINFR + μt ----------------- 3.3 

Where  

GDPGR = Gross Domestic Product Growth Rate 

RSAPP = Retirement Savings Account (RSA) Portfolio Performance 

INFLR = Inflation Rate (Used as Control Variable) 

βO = Constant/intercept term 

β1 & β2 = Coefficient of the parameter estimated or the slope 

μ = Error or disturbance term 

t = time period  

Apriori Expectation: It is expected that β1, β2 >0 

For Hypothesis Two 

GDPGR = F(CPFAPP, EXCHR) ------------------------------------- 3.2 

Relating it in econometric form and the variable  

logGDPGR = βO + β1log CPFAPP + β2logEXCHR + μt ----------------- 3.3 

Where  

GDPGR = Gross Domestic Product Growth Rate 

CPFAPP = Closed Pension Fund Administrators (CPFA) Portfolio Performance 

EXCHR = Exchange Rate (Used as Control Variable) 

βO = Constant/intercept term 

β1 & β2 = Coefficient of the parameter estimated or the slope 

μ = Error or disturbance term 

t = time period  

Apriori Expectation: It is expected that β1, β2 >0 

Apriori Expectation: It is expected that β1, β2 >0 

Presentation and Analysis of Data 
The chapter covered data presentation and analysis. It discussed diverse analytical methods 

used in the analysis of the study. 
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Data Analysis 

Descriptive Analysis 

Table 1: Description of the Characteristics of the Variables under Study for the data 

retirement savings account (RSA) portfolio performance, closed pension fund administrators 

(CPFA) portfolio performance, contributory pension scheme (CPS) and total private pension 

contributory scheme (PCS), Inflation Rate, exchange rate and interest rate. 
 RSAPP CPFAPP EXCHR INTR INFR GDPGR 

 Mean  0.625482  0.135542  197.3312  12.97267  11.57220  0.153582 

 Median  0.153900  0.074500  163.3000  13.00000  11.58000  0.129850 

 Maximum  1.859481  0.602000  365.0000  17.95000  17.86000  0.351540 

 Minimum  0.116000 -0.049152  115.5000  6.030000  5.390000  0.002590 

 Std. Dev.  0.611339  0.177273  80.78593  3.384582  3.439064  0.100926 

 Skewness  0.739009  1.352259  0.917021 0.519215  0.156391  0.643269 

 Kurtosis  2.140240  2.213561  1.359074  2.694267  2.373641  2.383403 

       

 Jarque-Bera  1.827329  5.491970  2.359061  0.732380  0.306349  1.272109 

 Probability  0.401052  0.064185  0.307423  0.693371  0.857980  0.529377 

       

 Sum  9.382224  2.033124  2959.969  194.5900  173.5829  2.303730 

 Sum Sq. Dev.  5.232295  0.439960  91369.13  160.3755  165.5803  0.142605 

       

 Observations  15  15  15  15  15  15 

Source: Author‘s Computation from Eviews 9.0 

Table 1 contains the description of the variables using normality test which comprises of 

Skewness, Kurtosis and Jarque – Bera Statistics. The table showed that all the variables are 

positively skewed relative to normal. 

The table also showed that all the variables are platykurtic as their kurtosis values are less 

than three (3). 

Table 2 also showed that all the variables are not normally distributed as the probability of 

their JarqueBera statistics are greater than 0.05 but this does not disqualify the use of these 

variables in the study as they will further be subjected to advanced statistical and econometric 

techniques such as Auto Regressive Distributed Lag Model (ARDL).  

Decision Rule: 

Accept that there is no heteroskedasticity when the probability value is greater than 5% 

otherwise accept that it exists. 

For the fact that the probability value being 0.3357 is greater than 5%, it is therefore 

concluded that there is no heteroskedasticity. 

 

Test of Hypotheses 

Hypothesis one 

Retirement savings account (RSA) portfolio performance does not have significant effect on 

GDP growth rate. 
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Hypothesis One 

Dependent Variable: GDPGROWTHRATE 
 

Method: ARDL    

Date: 05/26/21   Time: 21:10   

Sample (adjusted): 2007 2019   

Included observations: 13 after adjustments  

Maximum dependent lags: 2 (Automatic selection) 

Model selection method: Akaike info criterion (AIC) 

Dynamic regressors (2 lags, automatic): RSAPP INFR   

Fixed regressors: C   

Number of models evalulated: 18  

Selected Model: ARDL(2, 1, 2)   

     
     Variable Coefficient Std. Error t-Statistic Prob.*   

     
     GDPGROWTHRATE(-1) -0.844066 0.519298 -1.625396 0.1650 

GDPGROWTHRATE(-2) -0.877261 0.513380 -1.708793 0.1482 

RSAPP 0.061361 0.201461 0.304577 0.7730 

RSAPP(-1) 0.216474 0.185855 1.164743 0.2967 

INFR 0.000746 0.012826 0.058178 0.9559 

INFR(-1) 0.008895 0.013339 0.666868 0.5344 

INFR(-2) 0.012835 0.013459 0.953627 0.3841 

C 0.062932 0.185770 0.338763 0.7486 

     
     R-squared 0.630914     Mean dependent var 0.131346 

Adjusted R-squared 0.114194     S.D. dependent var 0.088647 

S.E. of regression 0.083432     Akaike info criterion -1.854318 

Sum squared resid 0.034804     Schwarz criterion -1.506657 

Log likelihood 20.05307     Hannan-Quinn criter. -1.925778 

F-statistic 11.220999     Durbin-Watson stat 2.405668 

Prob(F-statistic) 0.000441    

     
     *Note: p-values and any subsequent tests do not account for model selection 

Source: Author’s Computation from Eviews 9.0, 2021 

Table 2 above shows that the R
2
 is 0.630914 which is about 63%. The R

2
 is used to explain 

the goodness of fit. Therefore, since it is about 63%, it implies that about 63% change in the 

dependent variable being GDPGR is explained by the independent variables and the higher the 

R
2
 the better fit the independent variables. Since the F – statistics is 11.220999 which is 

greater than 2.5 and the probability value is 0.000441 is <0.05. This shows that the model is 

significant and has a high goodness of fit. The Durbin – Watson stat is approximately equal 

to two (2) indicating the absence of autocorrelation. 

Decision  

Given the decision criteria to reject HO if the t-statistics is >2.0 and the probability value is < 

0.05. Table 2 shows the t-statistics as 0.304577 while the probability is 0.7730>0.05. We 

accept the null hypothesis (H1) and conclude that retirement savings account (RSA) portfolio 

performance does not have significant effect on GDP growth rate. 

Test of Hypothesis Two 

Step 1:   Restatement of the hypothesis. 

Closed pension fund administrators (CPFA) portfolio performance does not have significant 

effect on GDP growth rate. 
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Step 2:   Decision Rule 

Reject HO if the t-statistics is >2.0 and the probability of the t-statistics is <0.05. 

Step 3:   Presentation of test result 

Table 3: Hypothesis Two 

Dependent Variable: GDPGR 
 

Method: ARDL    

Date: 05/26/21   Time: 21:14   

Sample (adjusted): 2007 2019   

Included observations: 13 after adjustments  

Maximum dependent lags: 2 (Automatic selection) 

Model selection method: Akaike info criterion (AIC) 

Dynamic regressors (2 lags, automatic): CPFAPP EXCHR   

Fixed regressors: C   

Number of models evaluated: 18  

Selected Model: ARDL(2, 2, 2)   

     
     Variable Coefficient Std. Error t-Statistic Prob.*   

     
     GDPGROWTHRATE(-1) 0.183850 0.128780 1.427624 0.2266 

GDPGROWTHRATE(-2) -0.172076 0.174794 -0.984448 0.3806 

CPFAPP -0.017061 0.052090 -0.327523 0.7597 

CPFAPP(-1) -0.139345 0.063401 -2.197836 0.0929 

CPFAPP(-2) -0.115350 0.118949 -0.969740 0.3871 

EXCHR 0.000480 0.000711 0.674874 0.5368 

EXCHR(-1) 0.002312 0.000531 4.349954 0.0122 

EXCHR(-2) -0.003621 0.000603 -6.005371 0.0039 

C 0.254806 0.042313 6.021937 0.0038 

     
     R-squared 0.975059     Mean dependent var 0.131346 

Adjusted R-squared 0.925177     S.D. dependent var 0.088647 

S.E. of regression 0.024248     Akaike info criterion -4.394983 

Sum squared resid 0.002352     Schwarz criterion -4.003864 

Log likelihood 37.56739     Hannan-Quinn criter. -4.475375 

F-statistic 19.54722     Durbin-Watson stat 2.743200 

Prob(F-statistic) 0.005916    

     
     *Note: p-values and any subsequent tests do not account for model 

selection.   

Source: Author’s Computation from Eviews 9.0, 2021 

Table 3 above indicates that the R
2
 is 0.975059 which is approximately 98%. The R

2
 depicts 

the goodness of fit. This explains the extent to which an independent variable is able to 

describe a dependent variable. Since it is about 98%, it shows that a unit change in the 

independent variable produces about 98% change in the dependent variable being CPFAPP. 

The F – statistics depicts whether the overall regression model is significant or not. Since it 

has a probability value of 0.005916 indicates that it is significant. The Durbin – Watson stat 

is approximately equal to two (2) indicating the absence of autocorrelation. 

Decision  

Given the decision criteria to reject HO if the t-statistics is >2.0 and the probability value is < 

0.05. Table 3 shows the t-statistics as -0.327523 while the probability is 0.7597>0.05. We 
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accept the null hypothesis (H1) and conclude that closed pension fund administrators (CPFA) 

portfolio performance does not have significant effect on GDP growth rate. 

 

Conclusion and Recommendations 

Conclusion  

The study sought to find the effect of contributory pension scheme on Nigeria‘s economy. 

Secondary data were obtained from public sector pension funds and private sector pension 

funds for the independent variable and the gross domestic product for the economic growth 

for a period of 15 years from 2005 to 2019 based on data availability. The study employed 

auto regressive distributed lag model for data analysis. The results show that some of the 

independent variables had significant effect on economic growth while others did not. 

Therefore, the study concluded that an increase in pension funds will lead to positive growth 

in the economy of the country and vice versa. The financial deepening of the country has 

been significantly enhanced with the adoption of the new scheme. Any effort to increase the 

funds will bring about direct positive growth in the economic growth of the country. 

Recommendations 

The following recommendations are made for this study: 

1. Adequate investment and management of the pool of fund contributed by employees 

and employers has immensely contributed to development of the economy.  There 

should be more emphasis on the management of pension assets in the capital market 

as well as government bond, real estate, investment trust to boost Gross Domestic 

Product (GDP) of the country (Nigeria).   

2. PenCom should ensure effective monitoring, supervision and enforcement of the 

provision of the PRA 2014, which are the inevitable ingredients in the Contributory 

Pension Scheme towards Gross Domestic Product (GDP).  There should be prompt 

reconciliation between PFAs, PFCs and PENCOM and statements of accounts should 

be given to contributors regularly. This will bring transparency and accountability to 

the system.   
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