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Abstract

Financial sustainability of pension funds are often cited as essential
determinants for ensuring the provision of safe and reliable pension for
retirees and pensioners. Whether pension fund administrators will
become part of a lasting solution to the pension financing problems in
Nigeria or not depends on their ability to continue to grow, expand and
sustain themselves over the course of time. Contemporary literatures on
pension reforms identified financial sustainability as the key challenge
of Pension Fund Administrators. This study, therefore, examines the
determinants of financial sustainability of pension fund administrators
in Nigeria. A positivism thought to epistemology guided by quantitative
parametric pooled regression were used as paradigm and technique of
analysis respectively. A data set of fifteen sampled pension fund
administrators taking cognizance of Contribution, Size, Net income,
Age, Board size And composition and GDP as independent variables
were pooled and regressed against Sales scaled by total assets. The
results indicate a positive and significant contribution of age, size, net
income and contribution to financial sustainability of pension fund
administrators. On the contrary, GDP, Board composition and board
size, though, not significant displayed a negative contribution to
financial sustainability of pension fund administrators in Nigeria.
Conclusively, the result inferred that the level of sustainability today will
affect the sustainability tomorrow regardless of where the pension fund
administrator stands in its life cycle or developmental stage. Therefore,
the study recommends amongst others a close monitoring and swift
actions to remedying any weakness in Pension Fund Administrators.
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1.1 Introduction

Financial sustainability of pension funds are often cited as essential determinants
for ensuring the provision of safe and reliable pension for retirees and pensioners.
Yet, the concept of financial sustainability and how it translates into estimates for
revenue requirements are frequently misunderstood. The reason is that financial
sustainability can take on different levels, particularly if one makes a distinction
between a short and long-term horizon. Thus, financial sustainability of pensions
systems is a necessary precondition for an adequate provision of pensions in the
future, while ensuring adequacy is a precondition for obtaining political support
for the necessary reforms of pension system. Nigeria is moving towards
financially sustainable pension systems that will be able to provide adequate
pensions in future, in particular at the time when population ageing accelerates.

In spite of the proliferations of PFAs, their competence must be questioned. They
appear to fail their customers in terms of not providing clear information about
their investment strategy. A survey of PFAs websites shows that many have not
been updated for at least two years. Moreover, virtually all PFAs breach the
PenCom guidelines to publish the rate of return of their RSA Funds at the end of
each financial year and to make unit prices of their RSA funds readily accessible
on their websites. In fact, only 15 PFAs (out of 26) provide any recent
information about the value of their respective RSA units on their websites.
Amongst the 15 PFAs, seven offer out-of-date or even undated unit prices that
lacked information value. Amongst the remaining seven PFAs that provide some
recent data on the value of their RSA units, only three provide sufficient data to
calculate approximate rates of return and only a single PFA provide full coverage
of the value of the company’s RSA unit since its inception which allows
calculating the actual rate of return. The silence on rates of return appears to be no
coincidence, as it covers up negative returns once inflation and management
charges are focused in. Taking the single case in which a PFA company provided
sufficient information, the real rate of return after inflation and charges between
2" of May 2006 and 2" of September 2009 was negative. This is significant since
the company in question has been an acknowledged industry leader.

Whether future pensions will be adequate depends on the ability to secure a
sustainable financing of pension systems in the face of rapidly ageing societies.
The future of pension fund administrators in Nigeria to the contributors looks
uncertain as they fear the safety of their contributions. While some contributors of
pension fund believe that the level of contributions to pension fund is not
adequate enough to take care of the retirees and the profit being declared by the
PFAs does not guarantee any reliable assurance, others assert that lack of sound
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administration of pension funds has led to financial insustainability. Hence, an
important question here is what should be done to make these pension fund
administrators sustainable and to ensure sustainable provision of pension fund
services and sustainable poverty reduction through outreach after retirement.

The literature so far available on social reinsurance has not been based on
empirical evidence on the determinants of financial sustainability of pension
schemes. In other words, despite all the arguments about the sustainability of
pension schemes, there is very little empirical evidence from research to
rationalize the discourse. Whether pension fund administrators will become part
of a lasting solution to the pension financing problems in Nigeria or not depends
on their ability to continue to develop, expand and sustain themselves over the
course of time. They will have to prove that they are not simply pension
development “meteors” that are destined to shine brightly for a while but are
ultimately not sustainable. This therefore, prompted the need to evaluate the
situation empirically.

Several studies have been conducted to determine the factors affecting financial
sustainability of pension fund administrators using large and well developed
pension funds in various countries. The life cycle theory posits that the sources of
pension fund financing are linked to their respective stages of developments, and
thus, their sustainability. It is reasonable to assess financial sustainability of
pension funds based on their respective stages of development. The level of
significance of these variables- Age, Size, Net income, Contribution and GDP
growth as carried out by some pension scholars is affecting the financial
sustainability of pension fund administrators, however, varies with studies. While
some of the determinants are found to be significant in one economy or applicable
to a set of pension funds, some are not significant.

Most of the previous studies were biased as they examined only successful
pension funds. The number of the observations were also too small to draw
statistically reliable conclusions. Moreover, the use of a simple regression model
by some researchers ignores the simultaneous effect of other relevant
determinants of financial sustainability. Some other studies combined both
pension fund custodians with pension fund administrators. In this regard,
differences in pensions fund background and operations may land their studies to
be biased as more than 60% of the studied pension funds were representing
pension custodians which used a model different from other pension fund
administrators studied. Consequently, the factors affecting the financial
sustainability of these pension fund administrators are not generally agreed upon
by the scholars.
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Besides, applicability or limitations of the findings from other studies to the
Nigeria PFAs have not been documented. In addition to this, the contradictions
among these studies pose a knowledge gap as to whether for pension in Nigeria,
the age of pension fund administrator is relevant in determining outreach or not,
and how the same affects its sustainability. This study therefore sets out to bridge
this knowledge gap. Focusing on PFAs in Nigeria, the study uses the accounting
profitability approach and the life cycle theory to determine the factors affecting
the financial sustainability of PFAs in Nigeria.

The main objective of this study is to examine the determinants of financial
sustainability of pension fund administrators in Nigeria. Few questions are raised
to achieve the objectives;

What is the level of dependence of financial sustainability on age of pension fund
administrator in Nigeria?. To what extent is financial sustainability of pension
fund administrator dependent on pension fund contributions in Nigeria?. Has size
of pension fund any impact on financial sustainability of pension fund
administrators in Nigeria?. At what level does financial sustainability of PFAs
depend on net income of pension fund in Nigeria?. To what extent is financial
sustainability dependent on GDP growth rate in Nigeria?

The following hypotheses are formulated and tested.
Pension fund administrator’s age has no significant effect on financial
sustainability in Nigeria.

Pension fund contributions have no significant impact on financial sustainability
in Nigeria.

Pension fund administrator’s size has no significant impact on financial
sustainability in Nigeria.

The net income of pension fund administrator has no significant impact on
financial sustainability in Nigeria.

2.1 Literature Review

Several empirical studies have attempted to assess the performance of pension
funds and explain the determinants of financial sustainability. All the researches
in the reviewed literature used quantitative data analysis approach to determine
factors affecting financial sustainability. For example, Christen & Dralle (2002)
conducts a study on eleven successful pension funds using several simple
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regression (one independent variable) models with eleven observations each. This
study however was biased in that it examines only successful pension funds. The
number of observations was also too small to achieve statistically reliable
conclusions and, therefore, generalizability is questionable. Moreover, by using a
simple regression model it ignores the simultaneous effect of other relevant
determinants of financial sustainability.

Woller (2000) studies factors driving the financial self-sufficiency of nine pension
funds. He uses financial ratio analysis and a series of bivaviate correlations
between financial self-sufficiency in the sample funds. The methodological
weakness of this study is that, the simple correlation just indicates whether or not
two variables move together in the same or opposite direction. It does not
necessarily mean that one should be causing the other (Mendenhall & Sincich,
1989; Dietman, 1991; Whitehead & whitehead, 1992; McClave, 2008; and
Sincich, 2008). Two variables may be positively correlated just because a third
variable causes them to behave that way.

Christen (2000) modifies the methodology from simple to multiple regression
model to determine factors influencing financial sustainability of pension funds
using financial parameters on data. Following this trend, Smetters (2002) expands
the outreach variable to what he called seven aspects of outreach by integrating
the financial and social parameters in pension fund financial sustainability.

Woller & Schreiner (2002) examine determinants of financial self-sufficiency
using thirteen pension fund operators (8 pension fund custodians and 5 PFAs).
This study improves on the previous methodology by adding the number of
pension funds to thirteen and time period of study to three years, and focusing on
aspects of outreach proposed by Schreiner (2002). However, differences in
pension fund backgrounds and operations may lead this study to be biased as
more than 60 percent of the studied pension funds were representing pension
custodians which use a model different from other pension fund administrators
studied.

Olivares-Polanco (2005) focuses his study on commercialization and outreach on
28 Latin American pension funds. The study uses Ordinary Least Square multiple
regression analysis to investigate whether there exits trade-off between depth of
outreach and financial sustainability by exploring the determinants of
disbursement size. The methodological weakness of this study is that analysis did
not have multi-period observations and was dominated by a simple regression
approach. It included only an observation from each pension fund for two
different years.
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The study by Makamme & Murinde (2006) was set to explain cognitive
dissonance around pension fund outreach and sustainability. Specifically, the
study was meant to show how the pension fund outreach and their sustainability
levels are explained by commercialization factors. Their study is built on the work
by Olivares-Polanco (2005). Instead of a single period cross-section analysis, they
introduce a balanced panel analysis to overcome the methodological weaknesses
in Olivares-Polanco (2005). Their study is based on data obtained mainly from
pension fund information exchange (PIX) organization for 33 pension funds in
five East-African Countries. The study therefore, excludes pension funds which
are non-members of the market Pix which could have enriched it.

Hauner et al (2007) as with Woller & Schreiner (2002) use multiple regressions
model with a relatively large sample compared to previous studies. Their sample
size was 124 pension funds made up of large pension funds from 49 countries.
This study, however, focuses most on financial performance and outreach, using
three dependent variables (financial self-sufficiency, operational self-sufficiency,
and return on asset), one at a time, with a limited number of independent
variables.

A study by Kyereboah-Coleman & Osei (2008) examine how governance
indicators impacts on pension funds’ outreach and profitability data analysis
based on secondary data from 52 conveniently sampled’ pension funds operating
in Ghana for at least ten years. This study however, focused only on the role of
governance on profitability and outreach of pension funds. Thus, other factors that
could impact on outreach and profitability were not covered in this study.

Reviewing pension fund literature that we have to-date one would say there is but
few (if any) systematic study with focuses specifically on how pension funds’
efficiency affects their financial sustainability. Few studies that we know have
indicated the relationship between efficiency and financial sustainability by
looking at various costs and revenue elements (Christen et al, 1995; Rosenberg,
1996; Christen, 2000; Woller, 2000; and Hauner et al, 2007). Some studies have
also used the personnel productivity measures as part of their analysis ( Woller &
Schreiner, 2002). Other studies have linked pension fund efficiency with
commercialization (Richardson & Lennon, 2001; and Hishigsuren, 2007) and still
some relate it with pension fund best practice (CGAP, 1996; Gonzalez-Paramo,
2005; Woller et al, 1999; and Woller, 2000).

2.1.1 Size and Financial Sustainability
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One of the factors that affect the level of outreach of a pension fund is its size.
The size of pension fund administrator is measured by the value of its assets
(Bogan, Hartarska, 2005; Lafourcade, Isern, Mwangi & Brown, 2005; Johnson &
Mhlanga, 2007; Hermes, Lensink & Meesters, 2008; and Mersland & Strom,
2009). According to Haunerl et al (2007), the size of a pension fund is
significantly positively linked to its financial performance. Large pension fund
administrators have lower measures of outreach, (Hauner, et al, 2007). This is
probably due to scaling up of pension fund whereby most pension funds
motivated by higher profit motives (Chriten, 2000 &Dralle, 2002). This is
consistent with the worry that the move towards financial self-sufficiency could
lead to mission drift, where the beneficiaries are not served.

Hauner et al (2007) suggest that whether or not large institutions serve an
absolutely greater number of the retirees can be well answered with disaggregated
data. Getting disaggregate data, however, has not been an easy task. As a result,
studies have used the number of retirees to measure the relationship between
outreach (number of retirees reached) and profitability (Schreiner, 2000; Woller,
2000; Hishgsure, 2004; Lafourcade et al, 2005; Hermes et al, 2008; Kyereboah-
Coleman & Osei, 2008; and Mersland & Storm, 2009;). They also use the number
of retirees to measure whether the size of pension fund affects its outreach
(Lafourcade, et al, 2005; Hermes, et al 2008; and Mersland & Storm, 2009).

While Hartarska (2005) finds that the size of a pension fund administrator did not
significantly affect its financial sustainability, recent studies by and Bogan et al
(2007) Mersland & Storm (2009) report that the size of a pension fund
administrator is associated with its financial sustainability. Furthermore, the size
of pension fund administrator could also imply that large pension fund
administrator have larger capital and therefore, can reach a relatively bigger
number of clients than small pension fund Kyereboah & Osei (2008) supports
this. In their study on outreach and profitability of pension fund administrator in
Ghana, find that the size of a pension fund administrator had significant positive
impact on profitability.

2.1.2 Age and Financial Sustainability

Sustainability could also relate to the age of pension fund administrator. The age
refers to the period that a pension fund administrators has been in operation since
its initial inception. Studies indicate that the pension fund administrator’s age
relates to their efficiency and growth in terms of outreach especially in the early
years of operations (Hauner et al, 2007; Gonzalez, 2007; and CGAP, 2009).
Robinson (2001) finds that experienced pension fund administrators (those with
age above six years) are 102 percent financially self-sufficient. Those which are
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in 3 to 6 years of age are 86 percent financially self-sufficient, while it is 69
percent for those in operation for less than 3 years. The findings by Robinson
(2001) imply that the age of pension fund administrators can affect its financial
sustainability level. Moreover, Bogan, et al, (2007) and Hauner et al (2007) also
find that the age of a pension fund administrator relates to its financial
sustainability.

In contrast to the findings by Robinson (2001), Gonzalez (2005) and Bogan, et al
(2007), a study by Kyereboah-Coleman & Osei (2008) reports that the age of a
pension fund administrator is insignificant in determining the level of outreach.
The contradictions between these studies pose a knowledge gap as to whether for
pension fund in Nigeria the age of pension fund administrator is relevant in
determining its outreach or not, and how the same affects its sustainability.

2.1.3 Net Income and Financial Sustainability

As earlier explained, profitability is highly linked to sustainability. In other
words, profitability is a stepping stone to financial sustainability (Shreiner, 2002).
It has also been widely used as a measure of financial sustainability (Von Pischke,
1996; Woller & Schreiner, 2002; CGAP, 2005; Adongo & Stork, 2006;
Armendariz & Mordach, 2007; Hauner et al, 2007; and Gonzalez-Paramo, 2005).
Gonzalez-Paramo (2005) argues that, many pension fund administrators are
inefficient because they think in terms of levels of speed of collections, not in
term of operational costs. Cost reduction is thus, as important as increasing
revenue.Few studies have indicated the relationship between efficiency and
financial sustainability by looking at the various cost and revenue elements
(Rosenberg, 1996; Christen, 2000; Woller, 2000; Hauner et al; 2007 and Christen,
et al, 2007).

Interests accrued from the investments engaged in are the major sources of
revenue to most PFAs (Takayama, 2003). Armendariz & Morduch, (2007), and
Shankar (2007) in their researches find that income of a PFA is made up of all of
its own generated income including fees and charges, fines, and interest earned on
loans. PFAs expenses are the second item used to determine profitability and
financial sustainability. In this regard, PFAs expenses can be categorized into
three main categories namely; operating expenses, administrative expenses and
financing expenses (Shankar, 2007). Some studies find that Net Income of a
Pension Fund Administrator affects financial sustainability (Stickney & Well,
2000; Russell et al, 2001; Upchurch, 2002 and Brock & Herrington, 2007). An
efficient pension fund administrator will operate at a reduced financing and
overall PFAs expense. The same will also increase profitability and, therefore,
lead to its financial sustainability.
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2.1.4 GDP Growth and Financial Sustainability

Whitehouse & Zaidi (2008) conduct a research and find that a one-percentage
point deviation in long-term GDP growth would have very strong implications for
the poverty alleviation function in a country. They conclude that the impact of
lower GDP growth is slightly smaller than that of higher GDP growth. In their
words, the substantial changes induced by GDP assumptions to future pension
wealth in a country should be noted. If GDP growth in a country is lower than
projected, the pension entitlements of future generations will fall very
significantly, and vice-versa. All this has implications for financial sustainability.
High GDP growth may result in greater fiscal pressures in a country, while claims
on future workers are decreased if the place of pension accrual is lower than
expected, the drop will not be linear, as minimum pensions provide significant
underpins to pension expenditure.

2.1.5 Board Size and Financial Sustainability

Board size refers to the number of directors on the board. The relationship
between board size and firm financial sustainability has attracted the interest of
many researchers. While there may be no one size-fits-all recommendation for the
optimal size on board, a board size of ten is recommended (Sanda, Mikailu &
Garba, 2005). Empirical studies on board size have established that there is a
negative relationship between board size and financial sustainability of pension
fund administrators. The basic argument is that the cost implication involved in
decision making of PFAs with large board size overwhelms its benefit. Jouston
(2007) note that large boards are easier for chief executive officers to manage as
they place more emphasis on politeness and courtesy. Hence, a reduced number of
directors implies a higher degree of coordination and communication between
them and managers. If this argument is true, then, we expect board size to be
positively related to financial sustainability. However, larger boards are also
argued to have better financial expertise and information edge over smaller boards
(Yermo, 2007: Xie et al, 2003). These two conflicting arguments present a
controversial issue that calls for an investigation of the effect of board size on the
financial sustainability in the Nigerian context.

The relationship between board size and financial sustainability in the developed
countries is impressive (Jensen, 1993; Zhou & Chen, 2002; Xie et al, 2003;
Wang, Rahima & Shupping, 2010). However, the findings have yielded
inconsistent results. Zhou & Chen (2002), examine the relationship between board
size and financial sustainability in insurance companies. Using 798 U.S insurance
companies for the period of 2001-2006, they conclude that board size and
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independence influence board efficiency and therefore lead to less financial
sustainability.
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2.1.6 Board Competence and Financial Sustainability

The competence of the members of board can be used as a tool for improvement
in an organization. In other words, boards that are mostly constituted of highly
competent members may lead to a better financial sustainability (Yermack, 1996).
Xie et al (2003) find that high proportions of competent directors were associated
with high level financial sustainability. Garcia, Garcia & Penalva (2005) report
that where the competence of a firm’s board members does not conform to expect
functions of the firm may lead to in sustainability.

Boards of directors who are competent are expected to be able to maximize
financial sustainability activities. Chtourou, Bedard & Courteau (2001) provide
evidence that firms with experienced external directors show significantly high
level of financial sustainability compared to other firms. This is consistent with
Xie, et al (2003) who finds that the relationship between experienced board of
director with discretionary accruals is low. Years of experience serving as a board
member provides an opportunity for the member to understand the firm. This
experience would help them developing better governance (Park & Shin, 2004).
Chtourou, et al (2001) provides evidence that the length of directorship is
negatively related with financial sustainability.

2.2 Theoretical Framework

This study is based on the theory of pooling, intermediation, accounting
profitability and life cycle. The theories are adopted firstly, because most of the
researches conducted using the theories are in developed economy, hence the
adoption of the theories in Nigeria is very imperative. Secondly, the theories are
adopted to see whether in Nigeria’s situation, they could offer the possibility of
investing in large denomination and indivisible assets such as property which are
unavailable to small investors. Also, to verify whether pension funds could
compensate for the increased risk, by pooling at a lower cost across assets whose
returns are imperfectly correlated.

3.1 Research Methodology

The design of this research is correlation. The design is employed because it
enables an assessment into the nature and extent of relationship between two or
more variables. In this case, correlational research design will provide a basis for
understanding the relationship between financial sustainability of pension Funds
Administrators and its determinants. The population of the study consists of all
the 20 pension fund administrators operating in Nigeria as at 31% December,
2012. The study covers a period of 2006 through 2012. This period marks the
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beginning of contributions to the pension fund by both the employer and the
employee at the rate of 7.5% from each respectively. The population of this study
comprises all the (20) Pension Fund Administrators operating in Nigeria as at 31
December, 2012. The use of filtering was employed in which a PFA is
disqualified if it has no any Annual report/financial statement as part of its reports
directed by Pension Commission in Nigeria. Based on this criterion, only those
PFAs that meet these conditions were selected as sample for this study. The
sample size of this study, therefore, is 15 Pension Fund Administrators in Nigeria.
The research uses data originally meant for different purpose as secondary
sources. The sources are divided into: Published and unpublished data.
Documentary data have been collected via statistical bulletin, pension funds
releases and annual reports from pension funds administrators. Panel data
regression model is adopted to estimate the relationship among the variables of
this study which is widely used in the literature. The model is estimated using
generalized least square method and allow for fixed effect and random effect.

3.2 Model Specification

The model is presented as follows:

Fs (x1, X2, X3,X4,X5)

Fsi= Xie + B1 Xiie +P2 Xaiet B3 Xaie + Pa Xaie + Bs Xsic + Ps Xeit + B7 X7ie +U
Where;

Fs= Financial Sustainability

X1=Age

X,=Size

X3=Net Income

X4= Contribution

Xs5= GDP
Xe6= Bcomp
X7 = Bsize

Dependent Variable is financial sustainability.
Financial sustainability = Total Liabilities / Total Asset.
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Table 3.1: Independent Variables and Measurement

S/NO | Variables Measurement

1. Age Measured by determining the years of operations of
each PFAs in Nigeria. This gives the number of years
each of the PFAs has been in operation.

2. Size Measured by log of revenue

3. Net Income Measured by net income before tax. Scaled by firm’s
previous year’s sales.

4. Contribution | From 2006 to 2008, it is retirement saving account
balance. Year 2009 to 2010, it is retirement saving
account balance plus retiree fund balance. Scaled by
previous year’s sales.

5. GDP Measured directly from statistical bulletin of CBN

6. Bcomp Measured by ratio of board members with financial
expertise (experience in banking/investment, insurance
and/or pension), to total of the board members

7. Bsize Measured by the number of board of directors

4.1 Results and Discussions

4.2 Descriptive Statistics and Normality Tests

The model of the study uses eight variables in testing the five hypotheses raised
for the work. One dependent variable (Financial Sustainability) and seven
independent variables — Age, Size, Net Income, Contribution, GDP growth,
BCOMP and BSIZE were used for the model.

The results of descriptive analysis for these variables employed are given in Table

4.1.
Table 4.1: Descriptive Statistics

FS AGE NETINCOME SIZE CONTRI GDP BSIZE BCOMP
N 105 105 105 105 105 105 105 105
Mean 0.655105  5.333333 0.043902 5391967  36.02626  0.058357  7.152381  1.345238
Median 0.540000  5.000000 0.190000 5.700000  20.89000  0.067000  7.000000  1.320000
Maximum  2.537250  9.000000 5.560000 8.027140  292.6160  0.079000  14.00000  2.100000
Minimum  0.000000  0.000000 -8.9000 2.500000  0.002000  0.007000  3.000000  0.780000
Std. Dev. 0.505012  2.191183 1.114217 1.240562  50.14795  0.023674 2.368791  0.249114
Variance 0.328395  5.377747 0.210125 1.028115  3936.579  0.000198  6.318335  0.077196
Skewness 1.133628  -0.08286 -3.89882 -0.64576  2.979879  -1.39529  0.541424  0.859373
Std. Error 0.289167  0.289167 0.289167 0.289167  0.289167  0.289167  0.289167  0.289167
Kurtosis 4380216  2.141453 46.24795 2900112  14.18967  3.586500 3.278974  4.356345
Std. Error 0.570925  0.570925 0.570925 0.570925  0.570925  0.570925 0.570925  0.570925
Range 2.53225 9 14.46 5.52714 292.614 0.072 11 1.32

Source: author’s computation using SPSS
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From Table 4.1, it is observable that the mean of each respective distribution is
not exactly situated at the middle (median) of the distribution. Except for
CONTRIBUTION, the mean of every other data set is not far away from their
respective medians values. This indicates that majority of the individual firms
have observations for each respective variable, close to the average observation.
This is true as regards to every variable other than CONTRIBUTION, whose
mean is far above its respective median, suggesting that the majority of the PFAs
have contribution figures lower than average contribution. This presupposes that
only few PFAs carry the large proportion of the total contributions in the industry.
It suggests high concentration or dominance of few on the many, thereby making
competition difficult for the smaller PFAs or PFAs that might have newly enter
the industry.

Looking at the standard deviation on the basis of the assertion that 60% of a
normally distributed data set falls within the range of +1, it is evident that FS,
GDP and BCOMP satisfied this while AGE, SIZE, NETINCOME,
CONTRIBUTION and BSIZE have standard deviation values out of this range.
On the basis of standard deviation therefore, it can be concluded that FS, GDP
and BCOMP are normally distributed, while AGE, SIZE, NETINCOME,
CONTRIBUTION and BSIZE are not normal. Except for FS, CONTRIBUTION,
BSIZE and BCOM, the skewness indices for all the other data sets seem to be
negative, indicating more observations to the right of the normal curve. As it is,
data outlier is normally associated with negative skewness. With regards to
kurtosis, all the variables have extreme peaks that are above normal peak, as their
kurtosis figures are above the normal kurtosis of 0 or near 0. On the basis of
skewness and kurtosis, none of the data sets can be qualified as normally
distributed.

TABLE 4.2: Summary of Result

Random Effect Fixed Effect
Variable Coefficient t-Statistic Prob. Coefficient t-Statistic Prob.
C -0.408406 -1.008851 0.3156 0.353250 0.563397 0.5747
AGE 0.088785 3.250411 0.0016** 0.158904 3.104403  0.0026**
SIZE 0.188437 3.838836 0.0002** 0.202158 3.684336  0.0004%**
NETINCOME 0.062013 2.383752 0.0191%** 0.067561 2.449356  0.0164%**
CONTRI 0.034033 2.005694 0.0477** 0.033758 1.944319 0.0552
GDP -2.287754 -1.344500 0.1819 -3.051126 -1.536605 0.1282
BCOMP -0.330650 -1.154742 0.2510 -0.399689 -1.252551 0.2139
BSIZE 0.010870 0.251497 0.8020 -0.138988 -1.417350 0.1601
R? Square 0.566574 0.534301
F-Statistic 20.42122 6.681905
Prob(F-stat) 0.000000 0.000000
Durbin-Watson 1.685555 1.6888085

** indicates significance at 5% level (i.e. p<0.05)
Source: author’s computation using Eviews 7
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From the Table 4.2, for the random effect result, the coefficient of the intercept is
negative. This indicates that at any given point of time where these explanatory
variables are held constant, the financial sustainability of the pension fund
administrators are at jeopardy- i.e. it assumes negative value. This shows that
without these variables, the pension fund administrators will not be financially
sustainable. However, this result is not significant as the likelihood ratio of such
happening (as indicated by p-value of 0.316) is infinitesimally low.

As revealed from this table, the sign of most of the parameters of the model are in
line with a priori expectation. While age, size, netincome, contribution and Bsize
are positive as expected, GDP and Bcomp are negative but insignificant. This
implies that improvement in these five positive variables can give rise to
improvement in financial sustainability.

The result indicates that the coefficient of AGE is positive and statistically
significant at 5%, indicating that older PFAs are more financially sustainable.
This is in line with the argument put forward by Robinson (2001) that the age of a
pension fund administrator can affect its financial sustainability level. This is
cogent when we consider the number of years covered by this study. While life
cycle theory propounded that the effect of age on firm’s financial sustainability is
more pronounced at their maturity stage (which is 8 years), our study covered
seven years for each of the PFAs (which is approximately 8 years).

In support of the above findings and argument, Bogan, Johnson & Millage (2007)
find that the age of a pension fund administrator relates to its financial
sustainability. Other scholars on the same findings are CGAP (2009); Cull,
Demirgue & Morduch (2007) and Gonzalez, (2007). Their findings might not be
unconnected to the number of firms and years covered by their studies which is 8
years and above.

Conversely, a study by Kyereboah-Coleman & Osei (2008) report that the age of
a pension fund administrator is insignificant. This study therefore, confirms that
age as a variable also affects financial sustainability of a pension fund
administrator in a significant manner. This is so considering that the p-value
obtained by our study, is significant even at 1%. Based on the findings, this study
has sufficient evidence to reject the hypothesis raised in respect of age.

The result also shows that the coefficient of contribution has a positive
relationship with financial sustainability. This relationship is significant at 5%.

Based on this finding, we hereby reject the null hypothesis that states Pension
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fund contribution has no significant impact on financial sustainability in Nigeria
and accept the alternative hypothesis. This result is in line with Rutherford (1995)
findings, that the success of a PFA lies on how well a PFA mobilizes its members
(clients) and their contributions. The more contributions by both the employers
and employees, the better for financial sustainability of a PFA.

In the same vein, the result reveals that the size of a PFA has a positive coefficient
and is significant at 5%. For every one unit change in financial sustainability of
these PFAs, 0.18 is attributed to the SIZE of these PFAs in positive direction. The
rational explanation to this findings is the position of some scholars that the size
of pension fund administrator is measured by the value of its assets (Mersland &
Strom, 2009; Hermes, Lensink & Meesters, 2008; Mersland & Storm, 2008;
Bogan, Johnson & Mhlanga, 2007; Hartarska, 2005; Lafourcade, Isern, Mwangi
& Brown, 2005). According to Hauner et al (2007), the size of a pension fund is
significantly positively linked to its financial performance. Amidu (2007) posits
that the size of pension fund administrator will determine their capital structure.
Robinson (2001) also asserts that a large number of clients depend on pension
fund commercial sources of funds, which in turn depends on pension fund
sustainability. This suggests that pension fund administrators with higher capital
are expected to have more clients than those with less capital. Apart from the
volume of capital, that is the amount of capital of a pension fund administrator,
the combination of various components of the capital could also affect
profitability and therefore, sustainability of pension fund administrators. Based on
this finding, we hereby reject the null hypothesis as the study has obtained
sufficient evidence. In contrast, Hartarska (2005) finds that the size of a pension
fund administrator does not significantly affect its financial sustainability.

On the Net Income, the result shows that there is a significant positive impact on
financial sustainability of Nigerian PFAs and the likelihood of such a happening
by chance is 5%. The implication here is that the higher the PFAs are able to
generate extra income after paying off their operational expenses, the more likely
that the PFAs will be financially sustainable. This is cogent given that the term
financial sustainability in itself emanates from a firm’s ability to generate extra
income in excess of its expenses. Some studies conducted by Rosenberg, 1996;
Christen, 2000; Woller, 2000; Hauner et al, 2007; Christen et al (2007)
unanimously find that there is a significant relationship between efficiency and
financial sustainability by looking at various cost and revenue elements. They
conclude that an efficient pension fund administrator will operate at a reduced
financing and overall pension fund administrator’s expenses; that, the same will
also increase profitability and therefore, lead to its financial sustainability. In this
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regard, their findings confirm our study and stand. Based on this, we reject the
null hypothesis.

GDP growth rate has negative impact on its financial sustainability. However, it is
not significant even at 10%. This finding contradicts that of MC Morrow &
Roeger (2003) that GDP growths do affect the financial sustainability of a pension
fund administrator. As such, the financial sustainability does not depend much on
GDP growth. Based on our findings, the study could not obtain sufficient
evidence to reject the hypothesis raised in respect of GDP growth.

The rationale behind this could be explained by the fact presented by scholars
that, if GDP growth in a country is lower than projected, the pension entitlements
of future generations will fall very significantly, and vice-versa. All this has
implications for financial sustainability. High GDP growth may result in greater
fiscal pressures in a country.

4.3 Implications of the Findings

The conclusion made on the finding implies that, a PFA’s age is inadvertently
linked with its financial sustainability. Impliedly, younger PFAs are less
sustainable financially. This is plausible because as the saying goes, “it takes
more than a generation to build an empire”. Firms generally do not grow strength
over night. They derive their strength from the accumulated efforts over long
years of planning, building goodwill and market confidence. The findings
therefore emphasize that this is actually inherent in the PFAs

The finding in respect of SIZE also suggests that PFAs’ survival financially,
cannot be achieved without adequate revenue (SIZE is measured using sales
volume); and that PFAs with larger revenues are more financially sustainable.
Here also, there is cogency in the implication, in asmuch as the PFAs need
income to cater for their day-to-day operations. The same thing applies to
NETINCOME only that while SIZE (sales) provides the basis for generating
profit, it does not guarantees the realization of the profit. Thus, sustaining current
capacity (market share) as well as expanding the capacity all depend on the extra
cash generated above the expended capital. The more extra cash (NETINCOME)
a PFA generates, the more chances of financially sustaining itself, as well as
expanding/growing itself.

The finding in respect of the CONTRIBUTION suggests that firms with more
market share are more likely to be financially sustainable. This could be true
considering that CONTRIBUTION could be the foundation upon which a PFA’s
financial sustainability could be built because it poses as a guaranteed source from
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which PFAs derive their income and consequently their profit. By the nature of
the business, a fixed sum of money as administrative fees is monthly charged for
every contribution received by a PFA. In addition, it is the revenue generated
from investing the contributions, that a fixed percentage management fee is
charged. Therefore, contribution, as the foundation for PFAs’ income and profit,
ought to be connected with the PFAs’ ability to remain in business, since it serves
as the “cow” that provides the “milk”™ for the “house-hold” to nourish, sustain and
grow itself.

5.1 Conclusions and Recommendations

This study focuses on the determinants of financial sustainability of Nigerian
PFAs with the aims of ascertaining the significant relationship that exists between
the financial sustainability and the variables employed. Having seen the results of
the relationship, the following conclusions are made based on the outlined
objectives viz-a-viz the hypotheses formulated to test the said objectives.

As revealed from the table 4.2 above, the sign of most of the parameters of the
model are in line with a priori expectation. The age, size, netincome, contribution
and Bsize are positive as expected, and, as such, we therefore, conclude by
rejecting the hypotheses formulated in their respect. The rejection is so because
the relationship is strongly significant at 1% and 5% respectively. GDP and
Bcomp are negative but insignificant. Based on this, the study could not obtain
sufficient evidence to reject the hypotheses raised in respect of GDP. The study
concludes that improvement in the five positive variables can give rise to
improvement in financial sustainability.

Based on the findings and conclusions, the following recommendations are
forwarded:

As implied in the findings, attaining financial sustainability is not a one shot
event. The level of sustainability today will affect the sustainability tomorrow
regardless of where the PFA stands in its life cycle or development stage. The
factors that affects financial sustainability at start-up and growth stage, affects
even more the sustainability at maturity stage. Thus, financial sustainability needs
to be ensured and monitored throughout the life time of PFAs. That is, any
weakness noticed at any stage must be addressed immediately. As the study has
shown the extent at which contributions had made a pension fund administrator to
be financially sustainable, the more contributions a pension fund administrator
could obtain from the contributors, the better for it. Thus, PFAs must geared
efforts to ensure that, this is always on the increase.
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When looking into the future, the policy makers and contributors need to reassure
themselves not only that pressure on constraints is being managed properly, but
also that the pension system remains effective and is in a position to achieve the
goals for which it is devised. Investment criteria issued by the PenCom should be
carefully observed so as not to risk the contributions of the contributors.
Moreover, for the policy makers and those advocating the replications in the
pension fund best practice, the finding of this study implies = the need to
scrutinizing what is applicable and what is not before embarking on the
replications.

104



References

Adongo, J. & Stork, C. (2006). Factors affecting the financial sustainability of
selected pension fund administrators in Namibia. The Namibian Economic
Policy Research Unit (NEPRU).ResearchReport  No. 39, October 2006.

Ako, M. R. (2006). “Contributory Pension Scheme: The Case of Brazil” Bullion
Central Bank of Nigeria, 30 (2): 42-52

Amidu, M. (2007). ‘Determinants of Capital Structure of Banks in Ghana: An
Empirical Approach. Baltic Journal of Management, 2(1), 67-79.

Armendariz, B. & Morduch, J. (2007). The Economics of Pension Fund. London:
The MIT Press Cambridge.

Arun, T. (2005). Regulation for Development: The case of Pension Fund.” The
Quarterly Review of Economic and Finance, 45. 346-357.

Balkenhol, B.(2007). Pension Fund and Public Policy: Outreach Performance and
Efficiency.Geneva:Palmgrave Macmillan

Bogan .V., Johnson, W. & Mhlanga, N. (2007). ‘Does Capital Structure Affect the
Financial Sustainability of Pension Fund Administrators? Journal of
Management 3 (1).

Brock, H. R. & Herrington, I. (2007). Cost Accounting: Principles and
Application. 7" edn. New York; London: McGraw-Hill.

CGAP (2003). Pension Fund Consensus Guidelines: Guiding Principles of
Regulation and Supervision in of Pension Fund Consultative Group to
Assist the Poor (CGAP), Washington, DC. June (2003).

Chaves, R. A. & Gonzalez-Vegaz, C. (1996). The Design of Successful Rural
Financial Intermediaries: Evidence from Indonesia. World Development,
24(1), 65-78.

Christen, R. P. (2000). Commercialization and Mission Drift: The Transformation
of Person Fund in Latin America; (GAP Occasional Paper No. 5.
Washington, DC, Consultative Group to Assist the Poorest (GAP).

Christen, R. P. & Dralle, D. (2002). ¢ Commercialization’ in Drake, D. and
Rhyne, E. (eds). The Commercialization of Pension Fund; Balancing
Business and Development. Bloom Field, CI: Kumarian Press.

Chtourou, S.M., Bedard, J., & Courteau, L. (2001). “Corporate Governance and
Earnings Management. Journal of Corporate Finance, 80, 230-241.
Dietman, T. E. (1991). Applied Regression Analysis for Business and

Economics. Boston; PWS —Kert Publishing Company.

Draxler, J. & Mortensen,]. (2009). Towards sustainable but still adequate
pensions in the EU: Theory, trends and simulations, ENEPRI Research
Report No.67. Brussels: Centre for European Policy Studies.

Dunford, C. (2003). The holy grail of pension fund: Helping the poor and
sustainable? In: Harper, M (ed). Pension Fund: Evolution Achievements
and Challenges. London: ITDG Publishing.

105



Garcia L.J.M., Garcia O.B., & Penalva F. (2005). “Board of Directors

Characteristics and Conditional Accouting conservatism: Spanish
evidence. University of Navarra, Av. Pearson, 21, 08034 Barcelona,
Spain.
Gonzélez-Paramo, J. M. (2005). The reform of the Stability and Growth
Pact: An assessment, Speech at the Conference on New Perspectives
on Fiscal Sustainabilityl Frankfurt, 13 October 2005:
http://www.ecb.int/press/key/date/2005/html/sp051013.en.html

Hartaska, V. (2005). ‘Governance and Performance of Pension Fund
Administrators in Central and Eastern Europe and the Newly Independent
States. World Development, 33 (10), 1627-16-1643.

Hauner, D., Daniel, L, & Michael, S. (2007). Ensuring Fiscal Sustainability in G-
7 Countries, IMF Working Paper No. 07/187. Washington D.C.:
International Monetary Fund.

Hermes, N., Lensink, R. & Meerters, H. T. (2008). ‘Peer Monitoring, Social Ties
and Moral Hazard in Group Lending Programs; Evidence from Ericrea’
World Development, 33 (1).

Hishigsuren, G. (2004). Scaling up and Mission Drift: Can Pension Fund
Administrators maintain a Poverty Alleviation Mission while scaling up?
Unpublished PhD Dissertation, Southern New Hampshire University.

Hishigsuren, G. (2007). ‘Evaluating Mission Drift in Pension Fund: Lesson for
Programs with Social Mission; Evaluation Review, 31 (33).

Hollis, D. & Sweetman, A. (1998). ‘Pension Fund: What can we learn from the
past? World Development, 26, 1875-1891.

Johnson, S. & Mhlanga, B. (2007). Econometric Methods. 4™ International edn.
New York: McGraw-Hill.

Jousten, A. (2007). Public pension reform: A primer, IMF Working Paper

WP/07/28.  Washington, D.C: International Monetary Fund.

Kyereboah — Coleman A.& Osei, K. A. (2008). ‘Outreach and Profitability of
Pension Fund Administrators: The Role of Governance Journal of
Economic Studies, 35 (3).

Lafourcade, A., Isern, J., Mirangi, P. & Brown, M. (2005). Overview of the
Outreach and Financial Performance of Pension Fund Administrators in
Africa. Journal of Pension System 10(3).

Logotri, H. (2006). ‘Building Sustainable Pension Fund System: A Growth
Catalyst for the Poor. Local Government Training and Research Institute
Society for Development Studies. Journal of Pension Syste, 56(2).

Makame A. H. & Murinde, V. (2006).  ‘Empirical Findings on Cognitive
Dissonance Around Pension Fund Outreach and Sustainability’.
Unpublished Paper, Birmingham; University of Birmingham.

106



Mcclave, J. T. (2008). Statistics for Business and Economics. 10" edn. London:
Prentice-Hall.

Mcmorrow, K. & Roeger, N. (2003). “EU Pension Reform, An Overview of the
Debate and an Empirical Assessment of the Main Policy Reform Options”
European Economy Papers No. 162, European Commission Brussels.

Mendenhall, W. & Sincich, T. (1989). A Second Course in Business Statistics:
Regression Analysis. 3™ edn. San Fransisco: Dallen Publishing Company.

Mersland, R. & Strom R. D. (2009). ‘Performance and Governance in Pension
Fund Administrators’ Journal of Pension System 33, 452 -459.

Meyer, R. J. (2002). ‘Track Record of Financial Institutions in Assessing the poor
in Asia? ADB Institute Research Paper, No. 49. Available at
http://www.esocial sciences.com/data/article/Document.

Olivares — Polanco, F. (2005). ‘Commercializing Pension Fund and Deepening
Outreach? Empirical Evidence from Latin America. Journal of Pension
System, 7, 56 — 71.

Park, Y. W & Shin, H.Y. (2004). Board composiyion and Earnings management
in Canada, Journal of Corporate Finance, 10, 431-457

Richardson, D. C. & Lemmon, B. L. (2001). “Teaching the Old Dogs New Trick:
The Commercialization of Credit Unions. Micro Enterprise Best Practices,
USAD.

Robinson, M. S. (2001). The Pension Fund Revolution: Sustainable Finance for
the poor. Volume I. Washington, D. C: World Bank.

Rosenberg, R. (1996). Micro-Credit Interest Rates: Occasional Paper No. 1,
Washington, D. C: Consultative Group to Assist the Poorest Available of
www.worldbank.org/html/cgap/0CC1.html (Accessed:5 March, 2012)

Russell, D. Patel, A. & Wikinson-Riddle, G. (2001). Cost Accounting: An
Essential Guide. Harlow: Financial Times Prentice-Hall.

Sanda A.U, Milailu A.S & Garba T (2004). “Director Shareholding, Board Size
and Firm Performance of Firms in Nigeria Stock Exchange”. Nigerian
Journal of Accounting Research, Department of Accounting, Ahmadu
Bello University, Zaria . Vol 1, NO. 1, June, 2004.

Schreiner, M. (2002). Aspects of Outreach: A Framework for Discussion of the
Social Benefits of Pension Fund? Journal of International Development,
14, 591-603.

Shankar, S. (2007). Transaction Costs in Group Micro-Credit in India.
Management Decision Journal, 45(8), 1831-1342.

Sinrich, M. B. (2008). Statistics for Business and Economics. 10" edn. USA:
Pearson Education Inc. Small Businesses Access to Finance in Tanzania,
IDPM, University of Manchester.

107


http://www.worldbank.org/html/cgap/0CC1.html

Smetters, K. (2002). “Controlling the Cost of Minimum Benefit Guarantees in
Public Pension Conversions.” Journal of Pension Economics and Finance
1(1): 1-33.

SPSS Inc (2007). SPSS 16.0 Command Syntax Reference. Chicago, IL: SPSS
Inc.

Stickney, C. P. & Well, R. L. (2000). Financial Accounting: An Introduction to
Concepts, 3™ edn. Boston: McGraw-Hill Companies Inc.

Thapa, G.B.J., Chalmers, C., Taylor, K. W. & Conroy, J. (1992). Banking with
the Poor, Report and Recommendations. Based on Case Studies prepared
by lending Asian Banks and Non-Governmental Organizations. FDC.
Brisbane, Australia.

Upchurch, A. (2002). Cost Accounting: Principles and Practice. Harlow:
Financial Times/Prentice-Hall.

Wang Z. R., Rahimah M. Y. & Shuping C. (2010). “The effect of ownership
concentration, board of directors, audit committee and ethnicity on
conservative accounting” Edith Cowan University, = Malaysia.

Whitehead, P. & Whitehead, G. (1992). Statistics for Business: An Introduction.
2" edn. London: Pitman Publishing.

Whitehouse, E. & Zaidi,A. (2008). Socio-economic differences in mortality:
Implications  for pensions policy, Social, Employment and Migration
Working Papers No.71. Paris: OECD.

Woller, G. (2000). ‘Reassessing, the Financial Viability of Village Banking: Past
Performance and Future Prospects. Micro-Banking Bulletin, Microfinance
Information Exchange (MIX), No. 5, 3-8

Woller, G. & Schreiner, M. (2002). Measuring Outreach: Conceptual Workshop
Proceeding, Washington, DC., USA.

Woller, G., Dunford, C. & Warner, W. (1999). ‘Where to pension fund system:
International’ Journal of Economic Development, 1, 28-76.

Xie, B., Davidson III, W.N. & DaDalt, P.J. (2003). “Earnings Management and
Corporate Governance: The Role of the Board and the Audit
Committee”, Journal of Corporate  Finance, Vol. 9. Pp. 295-316.

Yermo, J. (2007). “Reforming the Valuation and Funding of Pension Promises:
Are Occupational Pensions Safer?”, in Protecting Pensions: Policy
Analysis and Examples from OECD Countries, Private ~ Pension Series
No.8, OECD: Paris.

Zhou, J, & Chen, K.Y. (2004). “Audit Committee, Board Characteristics and
Earnings  Management by  Commercial Banks” online at
http://www.papers.ssrn.com/so13/Delivery.cfim

108



