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Low trust and the six storms of PenCom

Nigeria’s contributory pension scheme faces se-
vere low trust issues that may be its undoing. 
PenCom and the PFAs are yet to satisfactorily 

prove to contributors that they can successfully nav-
igate their funds away from six imminent destructive 
storms that are already in op-
eration. These storms com-
prise the countries fiscal per-
formance and particularly its 
worrisome indebtedness, the 
decade-long performance of 
the funds viz-a-viz inflation, 
governance and corruption issues that constituted the 
landmines and Achilles hills of the previous scheme, 
poor management of the impact of climate change, 
the undemocratic nature of the industry which has 
practically tied the hands of the contributors and the 
PFAs and finally the myth of Nigeria’s perpetual sov-
ereign solvency.

By June 2020, the total national pension assets rose 
by N600 billion from its position in May to N11.09 
trillion. Total assets in May 2020 was N10.8 trillion. 
The regulatory body [PenCom] and the Pension Fund 
Administrators [PFA] deserve all the commendation 
for these laudable performances. Aside from the mo-
tivations of pension portfolio management income, 

the unwanted spirits of the old pension 
order appear to hang in every corner. 
In addition to income accretion and 
safety, which are their usual refrains, 
pension contributors are taking them 
to the task well ahead on the prospects 

of prompt payment of entitlements. They are also con-
cerned about the security and safety of the funds un-
der the PFA’s management. And since the beginning 
of less than promising performance of Capital Market 
instruments in the recent years, more significant de-
bates appear to have ensued on the achievement of 
an optimal trade-off of risk and return in the asset 
allocation strategies by these pension managers.
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PenCom and the PFAs have also increasingly re-
sponded with progressively guided but conservative 
diversification of the pension portfolio. Between 2015 
and 2017, additional federal government securities, 
namely agency bonds, Sukuk bonds as well as the 
green bonds, were added to the asset classes. REITs 
also joined in the mutual funds class alongside In-
frastructure fund as a stand-alone class. By the end 
of 2019, there were at least ten asset classes into 
which pension funds were investable within the new-
ly established multi-fund structure. But even with all 
these instruments, portfolio asset allocation to the 
federal government instruments class approximates 
about 74% over the years indicating the substantially 
deep concerns about the safety of funds in other asset 
classes. See table 1.

Table 1: Pension Portfolio Asset Allocation

Source: Pencom Annual reports/ValueFronteira 

A landmine to avoid

Evidence shows that the stealing of pension funds 
that marred the old system may not be complete-
ly absent in the currently practised contributory 

pension scheme. The perpetrators of such pension 
frauds are partly the management, upon whom such 
funds have been entrusted1. Four such cases made 
headlines in the national media. About five months 
ago, the National Pension Commission dissolved the 

interim management committee of the First Guar-
antee Pension Limited [a PFA]. The takeover of the 
PFA’s management by the regulator arose because of 
governance breaches. Also, in 2013, Dr Sani Shuaib 
Teidi former Director of Pensions Account, Office of 
the Head of Civil Service of the Federation, was pros-
ecuted by the Economic and Financial Crimes Com-
mission on a 22 counts charge of conspiracy to com-
mit fraud and concealing the illicit origin of stolen 
pensions fund, totalling over N18.3 billion. He was 
re-arraigned before a Federal High Court in Abuja 
for the same offences.

Similarly, Yakubu Yussuf was convicted in 2016 and 
2018 for stealing pensions money. In 2016, Yakubu 
received a two-year prison sentence with a fine option 
of N750,000 by a Federal High Court in Abuja for the 
crime. In December 2018, he was convicted by an 

Abuja High Court 
and jailed for six 
years for stealing 
N24 billion police 
pension funds. 
Likewise, Abdul 
Rasheed Maina a 
former Chairman 
of the Presidential 
Pension Reform 
Task Team, also al-

legedly stole and laundered N14bn pension funds. 
According to the EFCC investigations, “Maina was 
deeply involved in stealing the same pension funds 
he was tasked to protect.2” Many analysts still believe 
that “the provisions of the current Pensions Review 
Act [PRA] may not have significantly reduced the in-
tent/motive for fraud in the management/administra-
tion of pensions in Nigeria, while the anti-fraud mea-
sures/provisions stipulated in Nigeria’s PRA are not 
strong enough to reduce an increasing and incessant 
level of pension fraud in the country”3.

SN Asset Class 2019Q3 2018 2017 2016 2015 2014 2013

1. Domestic Ordinary Shares 5.8 8.3 10.1 8.4 10.3 11.9 14.2

2. Total FGN Securities 69.6 76.7 74.0 78.3 72.2 68.4 64.4

3. Corporate Debt Securities 5.4 4.1 3.2 3.4 2.6 1.7 1.3

4. Local Money Market Securities 11.2 8.3 9.4 6.9 10.7 12.9 13.0

5. Others 8.1 2.7 3.3 3.1 4.2 5.2 7.1

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0
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Contributors’ destinies hang on Nigeria’s 
fortunes

Approximately 74% of the pension portfolio in 
Nigeria is in the federal government securities 
[federal government bonds and treasury bills]. 

Consistent with the theoretical supposition of low-
risk, low return, these instruments lack the character 
of substantial income upsides. The dilemma, howev-
er, is that the pension contributors want strong returns 
against their retirement and expect the PFAs to make 
the kind of investments that will deliver on that expec-
tation. Despite these yearnings for strong income ac-
cretions, which also imply investing in riskier assets, 
Pencom and the PFAs have largely tied the destinies 
of the portfolios under their management on the per-
formance of federal government securities. Theoret-
ically, risk and return are inversely related. In recent 
times, the returns on the riskiest of the asset classes in 
the PFAs pension portfolio, which is the ordinary (do-
mestic) shares, is not comparatively better than that 
of the federal government’s debt instruments. Worse 
still, compared with federal government securities, the 
stock market is not substantially liquid. In their 2020 
economic outlook and recommendations for Nigeria, 
the Chartered Institute of Stockbrokers noted that 
“low liquidity continued to plague the stock market 
as The NSE’s All Share Index fell 14.6% to close the 
year at 26,842.07. Analysis of The NSE’s historical 
data showed that between 2007 and 2018, domestic 
transactions on The NSE dropped by 66.68% while 
foreign transactions increased by 97.88%. The S&P 
FMDQ Nigeria Sovereign Bond Index, on the other 
hand, closed the year 2019 at 481.36, recording a 
Year to Date appreciation of 34.79% while the NASD 
OTC closed the year with a market capitalization of 
N501.14b and the Unlisted Securities Index figure of 
697.54”4.

On the face of it, and given the lacklustre perfor-
mance of the equities market, there seems to be no 
problem with this skewed portfolio asset allocation. 
More so, when theoretically speaking, it is ‘risk-free’ 
and defended by the full sovereign weight of Nigeria. 
By extension, the confidence in those instruments are 
more potent; the healthier Nigeria is. But the econ-
omy of Nigeria is seriously beleaguered by the in-
auspicious prospects of crude oil revenue upon which 

government’s revenue and repayment capacity most-
ly hang. Global developments and body language of 
many economies reveal that the reign of crude oil and 
the economies driven majorly by it may be over. At 
present, predictions of the economic future of Nigeria 
has been considerably bleak. Nigeria can survive it, 
if it resolutely opens up other sectors of the economy 
such as agriculture, solid minerals, natural gas as well 
as launch robust revamp of its business supporting in-
frastructure. It also needs healthy pro-market policies 
that would catalyze the prospects in those sectors as 
they open up. The dilemma is still huge. The coun-
try’s capacity to conduct these turnarounds is wan-
ing every day and severely hamstrung on account of 
its severe indebtedness. Secondly, governance issues 
comprising corruption, and the threats of national 
cohesion remain high. Much of the capacity to nav-
igate away from this possible collision depends on 
the quality of the leadership. Unfortunately, it does 
not appear as if Nigeria is blessed with the best of it.

Additionally, even the hoped-for macroeconomic 
turnaround depends on the successful development 
of sectors which by their nature are severely vulner-
able to climatic changes. Fossil fuel upon which our 
economic destiny reclined for decades is already a 
severe climate change threatened sector. Agriculture 
is not exempt as drought, and other climatic factors 
can render transformational efforts channelled in that 
sector to nothing. The challenging circumstances of 
Lake Chad basin comprising the amplification of pov-
erty in that region as well as the attendant migration 
pressure are some examples. So far, there seems to 
be minimal if at all, efforts to methodically anticipate 
these potential climatic issues and create appropriate 
strategies around them. To make matters worse, the 
pension industry appears oblivious of these threats, 
and as such, has no known mitigation and or adap-
tation plans for them. These real and material threats 
stand to undermine the industry and pension assets 
further, if unchecked.

Funds precariously in the claws of Inflation

Even more disturbing, is the fact that many PFA’s 
RSA portfolios have mostly been delivering neg-
ative returns since 2007. The non-negotiable ex-

pectation of PFAs is to pay above-inflation returns on 
its portfolios. Negative real return translates to lower 
pay-out to pensioners, thus implicitly reducing their 

standard of liv-
ing. Given that 
annuity payments 
are fixed, the op-
portunity cost of 
a low-interest 
rate environment 
is borne by the 
life insurance 
firm, resulting 
in major under-
writing losses for 
most life insur-
ance firms whilst 
also making new 
annuity offerings 
less attractive to 
new clients5. The 
implication is that 

Table 2: Rates of return on RSA funds net of Inflation

RSA -Real returns 2007 2008 2009 2010 2011 2012 2013 2014

Aiico 13.0% -8.2% -0.7% -3.2% -7.9% -0.8% 0.9% 0.9%

ARM 20.3% -10.5% -3.8% -3.2% -9.0% 3.3% 8.7% -1.3%

FUG N/A N/A -7.5% 4.8% -3.3% -0.9% 5.7% -1.5%

IEI N/A -13.0% -3.1% -5.3% -7.2% -4.1% 4.2% -2.1%

Legacy 13.9% -12.0% 3.2% -3.9% -4.7% -0.7% 2.5% -0.1%

Penman N/A N/A N/A N/A N/A 3.7% -0.4% -0.3%

Pal N/A -11.8% -2.5% -1.2% -9.1% 1.1% 5.1% -0.8%

IBTC N/A N/A N/A -0.8% -6.7% 3.0% 6.9% -1.9%

Trust Fund 19.5% -3.3% -3.8% -6.8% -8.6% -2.9% 8.2% -3.5%

Sigma N/A -17.9% 1.3% -1.3% -9.3% 0.6% 4.6% -8.9%

Average [-0.0312] 16.7% -11.0% -2.1% -2.3% -7.3% 0.2% 4.7% -2.0%

Source:15
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the portfolio structure must be carefully diversified 
across asset classes that will not only guarantee it but 
the safety of the funds as well. Real [net of Inflation] 
returns of RSA portfolios of 10 out of 20 PFAs be-
tween 2007 and 2014 was -3.12%6. See table 2.

Another study premised on the weighted average rate 
of return still showed how challenging it is for these 
funds to deliver returns that are clearly above the in-
flation rate. See figure 1. The average performance 
of the retiree refund over the ten years does not seem 
to be significantly different from the average inflation 
rate over the same period.

Figure 1: PFA return versus Inflation

Source:7

Contributors’ hands are tied

Even though the contributors would bear the full 
cost of poor investment performance of these 
pension portfolios, they do not have any inputs on 

the investment decisions. Most employees are entire-
ly ignorant of the investment strategies and perfor-
mance of their contributions. On the other hand, the 
PFAs have extraordinarily little to lose. Their portfolio 
management fees and income are defined regardless 
of the performance of the pension portfolio. The con-
tributors, therefore, appear to be at their mercy. Con-
tributors also can neither change a non-performing 
investment portfolio nor the fund administrator even 
though many retirees have to wait for one to two 
years before receiving their pension lump sum after 
retirement”8. Pencom’s multi-fund structure for pen-
sion fund assets in the Retirement Savings Accounts 
(“RSAs”) initiated in mid-2018 is neither a robust 
solution. The new structure only grants pension con-
tributors limited freedom to make choices within the 
universe of a priori defined portfolio structures [multi-

fund structure] based on their age. The multi- Fund 
Structure classifies assets into four (4) fund types, 
based on the overall exposure to variable income in-
struments. Generally, it seeks to align a contributor’s 
risk tolerance or appetite with his/her investment re-
turn expectations, based on work life cycle.”9 See ta-
ble 3.

While moving from one fund type to another is pos-
sible under restrictive conditions, contributors cannot 
influence any improvement on the design of the port-
folio structure within each fund type. Some analysts 
have also argued that beyond age, other factors such 
as work types and risk exposure elements may be 
considered10.

The hands of the PFAs are also tied

In harmony with the tune of its regulator, the PFAs 
also dance to the fund-safety narrative. They ap-
pear to have little or no room for the pursuit of 

higher returns for contributors. Consequently, they 
stuff their portfolios with the ‘theoretically’ risk-free 
federal government securities and other low yield in-
vestment instruments. For example, “pension funds 
cannot place money with banks rated below invest-
ment grade, meaning that pension assets are con-
centrated in 10 or 11 banks. Neither can the pension 
funds invest in banks that do not pay dividends while 
investing in foreign assets requires an “almost presi-
dential level of approval”11.

The myth of Nigeria’s perpetual sovereign 
solvency

For a country enamoured of debt, the skewing of 
the pension fund portfolio in favour of its instru-
ments can be very gratifying. In recent times, the 

pension funds have become the easy-go-to financial 
house for meeting the federal government’s borrow-
ing requirements. Indirectly it is a domestic capital 
mobilizing vehicle designed substantially to finance 
the government. But these funds “given to the govern-
ment, which also represents 5.8 per cent of Nigeria’s 
economy is also poorly utilized. Sixty-seven per cent 
of the capital was either spent on government recur-
rent expenditure and salaries or in servicing govern-
ment’s debt, leaving only about 30 per cent available 
for capital expenditure, which might lead to Nigeria 
becoming potentially the largest ever failed state in 
the world”12. There are serious concerns about how 

the govern-
ment is invest-
ing these funds 
and the extent 
to which their 
fund deploy-
ment would 
guarantee a 
strong enough 
economy in the 
future to repay 
the debts. How-
ever, Nigerian 
governments 
are mostly not 
accountab le . 
So far, it does 

Table 3: The multi-fund structure

Fund Types Contributors/lnvestors Thresholds
Fund 1 Strictly by formal request from a con-

tributor and suitable for contributors 
who want to invest in high-risk projects 
with higher rewards.

75% maximum and 20% minimum 
of Portfolio Value

Fund II Active contributors who are 49 years 
and below as at their last birthdays.

55% maximum and 10% minimum 
of Portfolio Value

Fund III Active contributors who are 50 years 
and above as at their last birthdays.

20% maximum and 5% minimum 
of Portfolio Value

Fund IV Exclusively for retirees 10% maximum and 0% minimum 
of Portfolio Value
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not appear as if there is a meaningful level of over-
sight on federal governments nibbling on the pension 
funds by the legislature.

Like many other countries beaten by the combina-
tions of crude oil and foreign exchange crisis as well 
as the coronavirus, Nigeria will go into an extend-
ed recession. It may also record serious credit rating 
downgrade reflecting its inherent risks as a sovereign 
as well as in her instruments. Increasing debt service 
burden and weak fiscal conditions and policies may 
point Nigeria in the direction of sovereign default if 
not managed proactively. Three countries have al-
ready defaulted on their debt this year: Argentina, 
Ecuador and Lebanon. More are at risk, according 
to Fitch Ratings. The most precarious sovereign debt 
is from four African nations: Gabon, Mozambique, 
the Republic of Congo and Zambia13. Consequent-
ly, guarantees from development finance institutions 
or multilateral-backed institutions may become more 
attractive than the full faith and credit of some Sov-
ereigns.”14.
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