
243  africanscholarpublications@gmail.com                                                                               

 2020 

 

 

 

 

 

Pension Schemes Administration and the 

Management of Retirees Welfare in Nigeria: Matters 

Arising 

 

Bassey Moses .I 

Political and Governance Policy Department, the Nigerian Institute of 

Social and Economic Research, Ibadan, Oyo state, Nigeria 

 

 

Abstract 
Nigeria, the giant of Africa is richly endowed with both human and natural 

resources but over the years the various government have failed in their 

bid to effectively perform the functions of state bestowed on it by the 

constitution. This is reflected in the poor welfare of retirees which is 

caused by the poor management of the two pension schemes the Defined 

Pension Benefit Scheme (DPBS) and Contributory Pension Scheme 

(CPS). The plight of pensioners have been a source of concern for 

Nigerians as their pension are not providing the required social safety 

nets for them. The paper was anchored on Committee System Approach 

and used secondary data. The findings revealed that there are numerous 

factors hindering the success of pension schemes in spite of a marked 

departure in the philosophy and management of both schemes. It therefore 

recommended that the government should abolish the CPS and 

concentrate on the DBS. Adopting the CPS from a socialist state (Chile) 

and implementing it in Nigeria a capitalist state is not ideal because of the 

ideological differences. 
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Introduction 
Globally, the need to effectively 

manage retiree’s benefits through 

appropriate pension schemes is a 

course of concern for: government, 

policy makers, scholars and other 

stakeholders. This is because pension 

scheme in any society is a form of 

social security and safety nets, an 
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instrument for enhancing the livelihood of members in a society; as it ensures 

that workers enjoy an appreciable level of welfare after retirement (Nwafor, 

2009). Every state in the world including the Nigeria state recognizes the vital 

importance of pension system to the longevity of workers after retiring from 

active service (Holzmann and Hinz, 2005). This fact, stem from the vital role 

workers play in the development of nations. Pension system was first introduced 

by the British Colonial Government following the adoption of the Elizabethan 

law in 1648. This law was aimed at providing income and security (welfare) to 

British citizens working upon retirement. 

In Nigeria, pension schemes dates back to the colonial era when British 

government through the Native authority administration in 1946 introduced the 

Pension ordinance. The scheme did not however apply to everybody as it was 

discriminately used by the Governor–General’s discretion. Owujori, (2008) 

argued that some of the contents in the 1946 pension ordinance were not clear 

and understandable to the Native Administrators as they contained confused 

information such as: to whom is a native administrator, the nature of benefits 

and eligibility for either pension or gratuity. There were lots of problems 

identified in the pension ordinance of 1946 introduced by Governor-General 

Arthur Richard. In 1951 there was the first ever legislative instrument on 

pension matters that was called the Pension Ordinance. This was followed up 

in 1961 with the establishment of National Provident Fund (NPF) scheme an 

indigenous pension Act which was aimed at addressing pension matters of 

private organizations and also correct the abnormalities in the colonial pension 

schemes.  

The return to democracy in 1979 which ushered in the Second Republic. During 

this period a new pension law was enacted but made to take retroactive effect 

from 1st of April, 1974. The 1979 Pension Act significantly became the 

fundamental pension law upon which other pension laws in both public and 

private sectors were adequately emerged. It’s important to state that the new 

pension scheme called Defined Benefit Pension Scheme (DBPS) or ‘‘Pay As 

You Go’’ pension scheme made pension and gratuity the rights of the qualified 

employees as it was included in the 1979 presidential constitution of the Federal 

Republic of Nigeria. This was subsequently adopted in the constitutions that 

followed and the 1999 constitution as amended. 

The 1999 constitution of the Federal Republic of Nigeria, Section 210(1) and 

(2) state that:  
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“The right of a person in the public service of a state to receive 

pension or gratuity shall be regulated by law. Any benefit to 

which a person is entitled to in accordance with or under such 

law as is referred to in subsection(1) of this section shall not 

be withheld or altered to his disadvantages except to such 

extent as it permissible under any law, including the code of 

conduct”  

 

The DBPS introduced in 1979 was fully funded by the Federal Government 

(FG) through yearly budgetary allocations and administered by Pensions 

Department of the Office of Head of Service (HoS) of the Federation. The final 

entitlement is based on length of service and terminal emoluments. The pension 

scheme however had lots of problems such as: corruption, it was underfunded 

as it was based on yearly budgetary allocations, strict regulations such as 

employees losing all benefits in case of dismissal. 

Given all these challenges and problems experienced in the DBPS there was a 

call by many Nigerians that this pension scheme be reform. In 2004, the 

Olusegun Obasanjo led federal government enacted the Pension Reform Act 

aimed at addressing the associated problems created by the DBPS. It established 

a new pension public policy model after the Chilean pension system. This led 

to the creation of a new system of pension administration known as 

Contributory Pension Scheme (CPS) (Omoni, 2013). As its name implies, the 

scheme is contributory, employees are expected to contribute a minimum of 

15% (Now 18% under the 2014 Pension Reform Act) of the employee’s 

emolument made up of minimum 7.5% (Now 10%) from the employer and 7.5 

(Now 8%) from the employee in the case of the public service of the federation 

(PRA, 2014). The CPS is funded in the sense that the contributions and the 

returns from the investment of such funds provide the resources for meeting the 

pension obligations. 

The CPS introduced in 2004 was received with accolades and cheers especially 

from public servants and pensioners who hitherto saw the old scheme as 

ineffective occasioned by their inability to meet the needs of the retirees (Ohai 

et al, 2013). However, many Nigerians have expressed serious concern about 

the inability of the CPS to address the problems of the DBPS which led to its 

adoption more than a decade since it was introduced in 2004. As they believe 
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that the pension scheme is confronted by lot of problems making it difficult to 

effectively improve the welfare of retirees in the society. 

1. The Committee System Approach 

The committee is a group of individuals who are specially selected to find 

solutions to specific or general problems, affecting the organization or 

group (Etuk, 1991). The purposes of committee include pulling experience 

together for better results, co-coordinating effort and activities and 

promoting democratic culture, skill acquisition, co-operation and team 

spirit among committee members. Oyediyo, (1995) enumerated 

advantages of committees: 

i. It provides opportunity for group deliberation, superior judgments 

and makes room for a broad representation of views. 

ii. It brings improved co-ordination and consolidation of fragmented 

efforts and activities. 

iii. It serves as additional lines of communication and foster friendship 

among members. 

iv. It stimulates individual interest to organizational goals and ginger 

deeper commitment. 

v. It permits expert knowledge to be utilized with great speed and 

efficiency. 

vi. It allows room for detailed consideration and solution to 

organization problems. 

The theory can be used to explain pension schemes and the management 

of retirement benefits in Nigeria as it portrays the first pension scheme the 

Defined Benefits Pension Scheme (DBPS) as a committee set up by 

government to meet the welfares of retirees. But due to the failure of the 

scheme to meet its purpose of establishment another committee which 

was called Contributory Pension Scheme (CPS) was set up with the hope 

that it will be more accountable, transparent and improve the welfare of 

retirees through the distinct layers of regulatory arrangements such as 

Pension Fund Administrators (PFAs), Pension Fund Custodians (PFCs) 

and National Pension Commission (PenCom). Elekwa et al. (2011), and 

Ikeji et al. (2011) stated that the CPS improved social security planning 

for the retired workers and for their families to achieve a degree of 

economic security and provision of cash payments. However, the new 
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scheme has not been able to effectively improve the welfare of workers 

as expected because of numerous problems some of it were inherited from 

the old pension scheme (DBS) while others are attributed to CPS. 

2. Pension Administration in Nigeria 

Several researches have been conducted over the years to investigate the 

rationale and effectiveness of pension schemes in Nigeria. Most of such 

studies focused on either the Defined Benefits Pension Scheme or the 

Contributory Pension Scheme and sometimes both. These are apart from 

the rich body of works that relates to the administration of pension 

schemes and pension reforms globally. Public Administration scholars and 

practitioners alike have decried the perpetual decline of adequate 

budgetary provisions and effective implementation plans for the 

successive pension schemes in Nigeria. The Nigeria state has been 

grappling with difficulties in meeting recurrent expenditure and overhead 

costs, and resolved pension liabilities. This combined with the annually 

expanding population of pensionable workers; concomitant to Nigeria’s 

geometric aging population, makes it more herculean for the government 

to deliver on its electoral promises to pensioners.  

As Ubhenin, (2012) stated that the Nigeria state has experience a staggered 

history of pension since 1951, through the public sector pension scheme, 

the establishment of the National Provident fund (NPF) of 1961, the 

Pension Decrees nos. 102 and 103 of 1979 and the  National Social 

Insurance Trust Fund (NSITF) Decree no. 73 of 1993. On the other hand, 

Dagauda and Adeyinka, (2013) believe that there are new challenges that 

confront the payment of pension and gratuity to deserving Nigerian 

workers. This is because the Nigerian pension crisis can be attributed to 

government irresponsibility, non-release or late release of pension funds, 

misappropriation and outright diversion of pensioner’s funds by 

government officials There are certainly other factors hindering the 

management of pension scheme in Nigeria such as documentation and 

filing of pension offices, incompetent and inexperienced pension staff, 

miscalculation and miscomputation of gratuity and pension figures which 

is symptomatic of lack of a comprehensive computerised database of 

pensioners, non-inclusive and inconsistent pension policies etc. 

There are farfetched implications for the poor administration of pension 

payment in the short and long terms. The non-payment or delayed payment 
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of pensions have resulted in the near destitution of pensioners, for instance, 

Ojuigo, (2009) reports that 66% of the respondents interviewed for a study 

on the problems of pension administration in Nigeria agreed that they did 

not receive their gratuity within one year of retirement and many of them 

were forced into financial stresses as a result. Faced with intractable 

financial burdens, many  Nigerian pensioners have been turned into 

beggars in the pursuit of their entitlements, some being reported to have 

died in the struggle due to lack of proper medical attention. This trend 

poses a grave danger for the stability of the Nigerian state. The polity risks 

social disorder as the aggrieved group of pensioners may constitute 

nuisance to the society. Notably, it is on record that the lack of effective 

social security in Nigeria has also instilled in workers, the perpetual fear 

of financial insecurity after retirement (Kotun, Adeoye and Alaka, 2016). 

Consequently, they tend to engage in extra-official activities which 

inadvertently dwindles their level of productivity, worse still, this 

phenomenon reinforces the habit of ‘ritual of annual affidavit’ among 

active workers who falsify their age, certificate, and terminal point of age, 

just to stay longer in service. This, no doubt, has been one of the clogs in 

the wheels of the age long anticorruption war in Nigeria. 

 

Factors that determines the Eligibility for Gratuity and Pension in Nigeria  

In Nigeria, pensions and gratuities at prescribed rate are payable to an officer(s) 

when one of the following occurs  

(i) If an officer who has served for ten years (10) or more retires or 

withdraws from public services, his or her pension shall not be paid 

until he or she attains forty five (45) years of age.  

(ii) If a properly constituted medical Board shall pronounces an officer 

unsuitable for continuity of his or her services based on health 

challenges  

(iii) If due to re-organization and the incumbent officer(s) cannot be offered 

suitable alternative post, he or she shall be called to retire or withdraw 

from the service. In this case, the officer shall be entitled to a ten (10) 

percent increase of their pension and gratuity as compension for 

premature retirement.  

(iv) Under the compulsory retirement, the officer is required to withdraw 

or retire from service by the government in the interest of the public. 
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In respect to the compulsory retirement, if an officer had spent five (5) 

years but less than ten (10) years, he or she will be entitled to only 

gratuity and if he or she had spent ten (10) years and above in the 

service, he or she will be qualified for both pension and gratuity.  

(v) If an officer who has completed ten (10) years or more in public service 

dies in the service, his registered next of kin or designated survivor will 

be entitled to gratuity in addition to pension the deceased officer would 

have earned if he or she had retired.  

(vi) If an officer who is holding a temporal or contract appointment 

transfers to a permanent one, the period he or she was on temporal or 

contract appointment will count in full for the purpose of calculating 

his or her pension and gratuity.  

(vii) Payment of Retirement Benefits to employees with mixed services and 

transfer. Employees with mixed services, are those who rendered 

public service in more than one establishment. In this situation, the 

pension and gratuity that accrue to them from their former employment 

have transfer value which will be paid up to date of transfer to their 

new employers by their former employers if they finally retired 

 

Matters Arising from the Management of Pension Schemes and its Impact 

on Retirees Welfare 

In comparing the old and new public sector pension schemes in Nigeria, extant 

literature, has mainly been on the administration, management, payment of 

entitlements and coverage. According to Odia and Okoye, (2012) the DBS is 

considered to have problems of administration and management. Babatunde, 

(2012) succinctly describe the administration of the old scheme as very 

unrealistic, inefficient, less transparent and cumbersome. This precipitated 

bureaucratic bottlenecks and corrupt practices. Many identified the non-

payment or delay in the payment of pension and gratuity as the major problem 

of the old scheme (Orifowomo 2006 and Ubhenin, 2012). On the other hand, 

with the new scheme, many highlight the creation of distinct layers of regulatory 

arrangements such as Pension Fund Administrators (PFAs), Pension Fund 

Custodians (PFCs) and National Pension Commission (PenCom) as good for 

accountability and transparency.  

Elekwa et al., (2011) took it further and argue that the new scheme improved 

social security planning for the retired workers and for their families to achieve 
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a degree of economic security and provision of cash payments to help replace 

income lost. This they adduced to regularity of payment of pension and not on 

the extent that the pension received ensures adequate retirement income. Yet, 

Kaojusola, (2015) posited that pensioners under the CPS are not better off. Odia 

and Okoye, (2012) also discovers that the new scheme may not impact 

positively on the standard of living of retirees and pensioners unless there was 

proper coordination and supervision by the Nigerian Pension Commission of 

the Pension Fund Administrators and Custodians. There are a number of works 

that assess the impacts, effectiveness (or otherwise) and sustainability of 

pension schemes especially  

from Latin America.  Delgado and Cardoso Junior, (2000) and Marinho and 

Araújo (2010) consider the effects of social security benefits on poverty 

reduction and reduction of rural poverty. In the first article, the authors 

undertook a survey of 6,000 households in the South and Northeast regions of 

Brazil to assess the socioeconomic effects of rural social security. Findings 

indicate that possession of a rural retirement pension significantly affected the 

composition of household income.  

The CPS  in Nigeria is a product of Chile’s pension scheme system (Dostal et 

al., 2007), and since Chile and Nigeria barely have much socio-cultural and 

political affinity, it is convenient to conclude that there will be certain 

challenges to the implementation of such a scheme in Nigeria, and indeed, such 

challenges abound for some obvious reasons which centres on the economic 

philosophy of the two countries are different, it is therefore difficult to adapt 

such a linear-focused scheme for an over bloated public workforce like 

Nigeria’s. Hence, the new pension scheme which commenced more than a 

decade ago is still facing some critical lapses. Part of the lapses include how to 

get the informal sector involved in the pension scheme, delayed and non-

payment of lump sum and pension benefits to new entrants on the pension 

payrolls, administrative corruption, poor sensitisation of stakeholders and fall 

in government revenue which continues to threaten the existence of the scheme.  

Significantly, the Nigerian state is characterised by weak administrative 

structures that lack the capacity to address the various problems experienced by 

retirees in the collection of their retirement benefits as at when due. Similarly, 

Anazodo R.O. et al. (2014) observed in their work ‘The effect of the new 

pension scheme on retirees in Nigeria: 2004-2014’  that lack of adequate and 

timely budgetary provisions coupled with poor retirees welfare smacked off the 

http://www.scielo.br/scielo.php?script=sci_arttext&pid=S1519-70772015000100106#B13
http://www.scielo.br/scielo.php?script=sci_arttext&pid=S1519-70772015000100106#B26
http://www.scielo.br/scielo.php?script=sci_arttext&pid=S1519-70772015000100106#B26
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introduction of contributory pension scheme enacted by pension reform Act 

2004 and later amended as pension reform Act 2014. Sadly, most retirees as 

well as prospective retirees are not fully aware of the operations of PenCom, 

PFAs, PFCs, and other major stakeholders of the scheme. Their work which 

was a micro-study employed qualitative and exploratory methods to analyse 

secondary data.  

The findings of their work was corroborated by Kaojusola, (2015) that 

pensioners under the CPS are not better off because the contributions are 

mismanaged by the PFAs, while the regulatory body, PenCom failed to address 

the situation. This position was supported with evidence that a pensioner under 

the CPS receives only 20-25 per cent of the last pay as monthly pension, while 

a pensioner in the old scheme receives upward of 80 per cent of his last pay as 

monthly pension. Additionally, the  relatively small RSA balances of some 

retirees at retirement, has resulted in a growing sense of disenchantment with 

the token monthly pension benefit being received by pensioners under the  CPS 

relative to the huge gains (from investment returns and dividends) the PFAs are 

currently making. 

In a  related study by Kotun, Adeoye and Alaka, (2016); the former,  used 

federal public servants located in Abuja, and the latter, officials from the Lagos 

State Civil Service, it was discovered that the CPS  as a government retirement 

package is a significant correlate of improved workers’ welfare, employee’ 

productivity and organisational efficiency. These findings are also corroborated 

by Sule and Ezugwu (2009), who affirmed that a good pension scheme, such as 

the 2004 CPS, guarantees employee’s comfort and commitment to the 

organisation during his/her active years.  Becton, Wysocki and Kepners’ thesis 

assert that a good pension plan that is put in place by the management of an 

organisation will encourage workers to remain in the establishment for a 

maximum period , there is no doubt that the CPS is potentially linked to the 

retention of Nigerian workers. 

In a related development, Onyeonoru etal. (2013) in their work, ‘Social policy 

and the retrenchment of the welfare state in Nigeria: the old and new pension 

schemes and lessons from Nordic Models’, made the observation that the 2004 

pension reform in Nigeria was a paradigm shift in social policy from previous 

social models, which aligns with the emergent convergence downwards in the 

global south driven by globalisation or neo-liberalism. A major flaw in the 

reform, however, was that it tended to uncritically follow the dictate of 
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supranational institutions without accounting for important endogenous factor 

that undermined the pre2004 social model. These factors according to them 

include: state irresponsibility, social dumping, lack of state accountability and 

its incapacity for competent but disinterested bureaucrats. They undertook a 

comparison of the old and new scheme in Nigeria using selected variables. It 

further expressed external constraints and local possibilities integral to the 

social protection question in Nigeria, drawing attention to important lessons 

from the welfare state experiences in Europe with particular reference to the 

Nordic model.  

While Finland used the first national fully funded programme in 1937 to provide 

the country with electricity, the 1962 scheme funds were used to industrialise 

the country and the 1966   pension scheme was partly invested in the production 

of housing which consequently contributed to its transformation from an 

agrarian to an industrial and urban society, in this regard, Nigeria experienced 

an outright failure of social industrialisation. Their paper suspect that CPS 

which was successful elsewhere may not necessarily produce similar result in 

Nigeria if the critical factors integral to the failure of the former pension 

schemes are not addressed. They also noted that the choice of CPS in Nigeria 

was not informed by the social policy considerations that should have 

determined it, but that the choice was based on conformity of the CPS with the 

neoliberal economic paradigm. However, these two studies did not adequately 

interrogate the latent impacts of CPS on workers’ welfare, particularly as a 

determinant factor of post-retirement financial independence and stability. 

Several other studies latch on this lacuna to explore the interpenetrating 

connections between new pension schemes and workers’ welfare, and indeed, 

their work attitudes. 

Conclusion and Recommendations  

The welfare of pensioners is an important motivational factor that can 

encourage workers who are still on the job and know one day they will retire to 

be committed on their job or vice-versa. It’s therefore important for the 

government to address all the problems hampering the successful performance 

of all the pension schemes in Nigeria by ensuring that the different agencies put 

in place to manage it ensure prompt payment of the gratuity or pension to 

retirees.  

The paper also made some recommendations to deal with the challenges:  
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To deal with the issue of corruption at the pension board, government needs to 

look at first the organisations that are deducting and not remitting as this seems 

to be on the increase. Aside from this, government should see to the 

enforcement of sanctions/penalties in the 2014 pension Acts on defaulting 

employers so they can comply with the regulations. Severe punishments should 

also be given to those who steal pensioner’s funds and discourage others from 

engaging in such thing.  Others are: Regulating body like PENCOM and others 

are advised to improve on their services; avoid unnecessary bottlenecks in 

processing pensioner’s entitlements, invest pension funds in viable investments 

to ensure prompt and regular payments to the pensioners, and make the services 

mobile as much as possible. That a comprehensive accounting standard for 

retirement benefits must be put in place to adequately protect the pension fund. 

The right to gratuity should be restored and calculated on the basis of years in 

service. This should be paid directly to the employees by the employers upon 

retirement to avoid the current situation where benefits are subject to 

management and processing fee by the Pension Fund Administrators (PEAs)  

There must be intensified public awareness and enlightenment in the new 

scheme. There are lots of misinformation and ignorance and government needs 

to demonstrate strong political will and support thereby enhancing relevant 

legal framework to be put in place. iv. With the recent reform Act of 2014, 

public servants should retire with eight percent of their salaries as obtained 

under the old scheme. Also, pension should be paid for life and not calculated 

on the basis of life expectancy.  

Pensioners should be included in the National Health insurance Scheme (NHIS) 

to provide medical service to them. The CPS should be abolished because 

Nigeria is capitalist state while Chile is a Socialist state adopting a pension 

scheme working in that country is not the best for Nigeria as the countries differs 

ideologically.  
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