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Micro Pensions: The New Frontier

Introduction

Governments around the world have historically been plagued with the challenge of providing financial and
social support for the elderly. This has resulted in the introduction and implementation of various retirement
benefit schemes which have evolved with various reforms into the global pension landscape as we know it today.
Despite the success of some of these schemes, extending pension coverage to those who have worked in the
informal sector has remained a herculean task. In Nigeria, coverage of pension in the informal sector is non-
existent, however, the National Pension Commission is currently in the process of setting up an appropriate
micro-pension structure.

What is the Informal Sector?

There is no universally accepted definition of the Informal Sector, however the International Labour
Organisation (ILO) defines it to be “very small-scale units producing and distributing goods and services,
and consisting largely of independent, self-employed producers in urban and rural areas of developing
countries, some of which also employ family labour and/or few hired workers or apprentices; which
operate with very little capital or none at all; which utilize a low level of technology and skills; which
therefore operates at a low level of productivity; and which generally provides very low and irregular
income and highly unstable employment to those who work in it”.

The informal sector plays an important role in world economies as it creates jobs, boosts entrepreneurial
activity, minimizes unemployment and underemployment, alleviates poverty and contributes to economic
growth. The impact of the informal sector has been however constrained by its inaccessibility to a wide range of
financial services such as micro-credit, micro-savings, micro-insurance, remittance products and micro-
pensions. Moreover most informal sector workers have limited understanding and awareness of such financial
services products and as a result pension coverage is usually limited to the formal labour market. Today, over
80% of the working population in Sub Saharan Africa are not covered by any pension arrangement due to
general unemployment, low income, poor saving culture and pension arrangements which typically favor
workers in the formal sector. This scenario becomes even more precarious when it is considered based on
analysis that by 2050, the majority of retired/aged people in the world would be in Africa.

Nigeria has a large and fluid informal sector with over 59 million workers growing at a rate of 3% p.a. which
makes up approximately 70% of Nigeria's total labour force while its contribution to GDP has been estimated to
be 57.9% hinting at the earning power available. Nigeria has the right indices for a strong micro pension
industry to thrive which include a well-developed financial services system with total assets of over N37.3
trillion, an internet and mobile penetration rate of approximately 81% - the highest in West Africa and mobile
payments exceeding a total value of N381.4 billion in July 2016.

The Concept of Micro Pension

A micro pension scheme is a voluntary, defined contribution, individual account plan for the informal sector (or
low income earners). It has no plan sponsor and allows for voluntary savings to be accumulated over a long
period of time. Micro pension schemes are usually long term savings products or hybrids between pension
schemes and savings products.

Informal sector workers do not formally retire as in the case of employees in the organized sector, however there
is still a need for them to prepare for the reduction in earnings capacity that accompanies old age primarily as a
result of decline in health. It is also crucial to provide a pension arrangement peculiar to their economic profile
due to their low and irregular incomes.

Who should micro pension cover in Nigeria?
The informal sector in Nigeria covers three (3) key subgroups;

The semi-formal sector

The semi informal sector is primarily made up of Micro, Small and Medium Enterprises (MSME) with a steady
flow of income. They are usually more financially informed than the other informal sector groups and belong to
organized cooperatives and/or unions. They are mostly sole proprietors which employ more than 3 people
mostly family members and/or lowly paid artisans. They would easily understand the concept of pension but
may be unwilling to come under the formal contributory pension scheme or register their staff due to the cost
implications. However, Employers in the informal sector which have more than 15 employees are mandated to
comply with the provisions with the PRA 2014.

The organised informal sector

The organised informal sector just like the semi-informal belong to organised cooperatives and/or unions
however they are mostly self-employed workers with relatively less stable flow of income compared to semi-
informal sector workers. Their businesses generally have low start-up costs and sometimes short life-spans,
however, they do require some specialist skills. These self-employed workers will understand the concept of
pension but may procrastinate making contributions due to current income conditions.

The unorganised informal sector

The unorganised informal sector workers are characterised by very low and unstable income. They are generally
employed by the other informal subgroups as well as the formal sector and mostly do not belong to organized
cooperatives and/or unions. These workers are generally uneducated and will need sustained educational
campaigns to understand the concept of pension, why it is necessary and significant handholding.

Potential Value of the Micro Pension Industry

If Nigeria’s 59.6 million informal sector workers had put aside N100 weekly in 2016 as pension contributions
which was invested by the pension industry at a real rate of returns of 4.5% p.a, Nigeria’s micro-pension industry
will be worth approximately N61.1 billion in real terms at the end of 2017 and grow to be about N1.7 trillion by
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Probable Micro Pensions Players
There are seven probable players within the Nigerian micro pension industry
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National Pension Commission
In charge of regulating, supervising and ensuring the effective administration of pension matters

Overcoming Implementation Challenges

There will be challenges faced in implementing a micro pension scheme which will range mostly from creating
awareness and engendering trust to operational difficulties. Nigeria should learn from the success stories of
other developing countries such as Kenya, Indonesia, Vietham and Jamaica which have put in place strong
institutional structures for micro pension to facilitate fund administration and made use of technological
platforms including mobile money to increase coverage, remit pension contributions and pay retirement
benefits.

Most implementation challenges can be overcome through sustained communication and education campaigns
as well as the development and implementation of an appropriate micro-pension framework. Mass sensitization
and awareness can be achieved through innovative and cost effective platforms such as social media while
utilizing a robust technological platform (mobile apps) that would effectively support the provision of customer
services to the target population.

However, there is a segment of Nigeria's population whose main challenge is to meet basic needs e.g. food,
clothing and housing and it would be very difficult to bring these individuals into a formal micro-pension
scheme. An important Government policy might be the creation of a social assistance programme to provide for
the poorest elderly on a non-contributory basis using a means tested or universal approach. Countries like
Australia, Spain and Greece have introduced multi-pillar pension's schemes where a pillar supports voluntary
contributions with government co-contributions for low income earners subject to predetermined eligibility
criteria.

Conclusion
Nigeria has the right indices to consider a micro pension scheme. Key considerations for implementing a
micro pension scheme include:

1. Define micro pension coverage parameters and determine who it should cover in Nigeria.

2. Identify key players within the Nigerian micro pension industry and clearly specify their roles. Possible
players have been identified as contributors to the scheme, cooperative societies, trade unions, microfinance
banks, pension fund operators as well as collections and payments service providers.

3. Realize there will be challenges faced in implementing the micro pension scheme, therefore sustained
communication and education campaigns will be required to overcome them

4. Government needs to consider a social assistance progamme to provide for the poorest elderly who were
unable to contribute meaningfully to a formal pension scheme during their working lives.
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