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I appreciate the invitation by the Chartered Institute of Bankers of Nigeria, Lagos Branch for the invitation extended to me to deliver a keynote address at the opening of a seminar the Institute organised on Pension Fund Management in Nigeria. 

Pension industry in Nigeria is currently undergoing a complete paradigm shift from Defined Benefit Scheme to Defined Contribution Scheme.  This was a result of enactment into law of the Pension Reform Act 2004 in June 2004 by Mr. President as part of his administration’s economic and corporate governance reform policy.  The new scheme is contributory in nature, making it mandatory on employers and employees (in the public sector and private sector organisations with 5 or more employees) to contribute at least 7.5% each of the emoluments of the employee into a Retirement Savings Account (RSA).  However, for the military, the contribution rate is 2.5% by the employee and 12.5% by the employer.  This system, which originated in Chile has a number of features making it an increasingly vital component of the pension systems of many countries not only in the Organisation of Economic Corporation and Development (OECD) countries but also amongst many developing countries particularly in Asia and Latin America.
The new scheme encourages labour market flexibility. The worker is free to move with his account as he/she moves to another place of employment and/or residence, which is an important tool enabling workers and employers to adapt to changing circumstances.  Also, having a pension scheme that pays out benefits in the form of a life annuity affords workers with protection against longevity risk, by pooling mortality risk across others.
Current demographic trends and aging are indicative that there would be fewer workers and more pensioners resulting in the fall of the support ratio of workers to pensioners.  The Defined Benefit scheme will no doubt be under increasing pressure particularly given its generous but unsecured nature.  This is in addition to the fact that the government owes an estimated 2 trillion naira of pension liabilities.  With the new system, government counterpart funding will always be met, thereby stemming further growth of pension obligations and providing a platform for the government to address this liability.  
The money maintained in the RSA by millions of workers would generate massive long-term funds, which are going to be available for investment.  This will no doubt promote infrastructural development that was hitherto hampered by the absence of long term funding.  The long-term funds were as a result of the new scheme’s potential to promote national savings and by implication, economic growth.  

The Contributory Pension Scheme has the capacity to promote the development of the capital market because the Pension Reform Act 2004 stipulates that Pension Fund Assets can only be invested in listed instruments.  This is an assurance that the volume of trading will be improved and the quality of instruments to be traded will be enhanced.  Banks have a lot of opportunities to introduce new products that will meet the investment criteria enshrined by National Pension Commission.  Other big companies like Dangote, Mobile Communication Companies, etc, that are not listed on the Stock Exchange would be encouraged by the size of investible pension funds to get listed. 
With current consolidation in the banking system and the reforms in the Capital Market and Insurance Sector as well as the overall macroeconomic policies of the government are aimed at strengthening the financial environment and achieving macroeconomic stability and growth.

