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Abstract 
This paper evaluated the extent to which pension funds in Zambia are grow-
ing member contributions to inform the behavior of fund managers, policy-
makers, and prospective retirees. Stacked data on annual pension fund finan-
cial performance for the period between 2011 and 2020 was collected from 
the Pensions and Insurance Authority. Data on the performance of riskless 
government securities and annual inflation was obtained from the Bank of 
Zambia. Descriptive and inferential statistical techniques were used to analyze 
the data set. The study established that the industry was able to grow member 
contributions by a nominal average of 12% and 3% in real terms. The study 
also established that the Sharpe ratio was insignificantly negative in the short 
term and significantly negative in the long term. This implies that the pension 
fund industry failed to significantly grow member contributions for mea-
ningful benefits. These findings also mean that DC pension funds will only 
provide minimal benefits while DB pension funds might have challenges in 
meeting their obligations. The study recommends that prospective retirees en-
gage in other wealth-generating activities to supplement the retirement pack-
age from the pension fund industry. It is also recommended that the govern-
ment collaborates with training institutions to equip prospective retirees with 
the financial literacy skills needed for successful investment and entrepre-
neurial undertakings. The study further recommends that policymakers and 
fund managers need to reflect on policy guidelines and investment strategies 
in the industry if pension funds are to provide meaningful benefits for income 
replacement and consumption smoothing in the deccumulation phase. 
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1. Introduction 

Pension funds play a critical role in income replacement and consumption 
smoothing in the decumulation phase of retirees (Mitchell & Turner, 2009). The 
industry also facilitates the movement of financial resources in the economy by 
channeling funds to firms and entrepreneurs with positive returns on invest-
ment projects and business opportunities. This brings about economic efficiency 
up to the ability of fund managers to identify and ration available funds by the 
value maximization criterion. This study evaluated the extent to which pension 
funds can effectively create value on member contributions and maximize the 
funds available in the predominantly consumption phase of the individual life 
cycle of retirees. A high rate of return is indicative of a well-performing industry 
that can efficiently allocate available resources in the most beneficial way (Van 
Horne & Wachowicz, 2008). 

Pension funds can either be Defined Benefit (DB) or Defined Contribution 
(DC) depending on how benefits due are determined (Muralidhar, 2001). In a 
DB Pension fund, an employee is guaranteed a specific stream of payments after 
retirement regardless of the performance of the investments. In a DC pension 
plan, the employee has a specified contribution to the plan but not a specified 
benefit, so the benefits available solely depend on the performance of the portfo-
lio. The employee bears the risk of investment performance in DC pension funds 
(Reilly & Brown, 2012). Regardless of the type of pension fund, investment per-
formance is a critical determinant of the health of the pension fund system.  

Many pension systems have realized the need for pension benefits to be sup-
ported by an asset pool created over the pensioners’ working lives. Heinz et al. 
(2010) provide that there has been a general migration from DBs to DCs over 
time to lessen fiscal pressure on governments in the administration of pension 
funds. However, this general trend is at the expense of the quality and quantity 
of pension benefits available to the pensioner and creates pressure on fund man-
agers to create more wealth for the pensioners to receive meaningful benefits. 
This move also increases the exposure of primary investors to investment per-
formance dynamics. Thus the pensioner bears the risk of having insufficient 
wealth from pension funds in the decumulation phase. The majority of national 
pension schemes are predominantly DBs while the majority of private pension 
funds are DCs in Zambia (Committee on Economic Affairs and Labor, 2009). 

The pension fund industry is very instrumental to the well-being and devel-
opment of the Zambian economy. While Zambia has the vision to be an indu-
strialized middle-income country by 2030 (GRZ, 2006), one of the main impedi-
ments to this is the lack of long-term finance to support industrialization (UNIDO, 
2020). Gondwe & Adam (2014) state that the Pension fund industry is just 
second to the Banking sector in providing long-term capital financial intermedi-
ation for entrepreneurs and firms with viable investment opportunities in Zam-
bia. Thus, the realization of the vision 2030 and economic well-being is subject 
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to the viability of the pension fund industry as an integral source of long-term 
finance. The industry is regulated by the Pensions and Insurance Authority (PIA) 
and guided by the Pension Scheme Regulation Act of 1996. Apart from the Na-
tional Pension Scheme Authority (NAPSA), all the other schemes are supposed 
to be registered with the PIA. Pension fund portfolio regulation in Zambia fol-
lows the prudent person principle and quantitative restrictions on the portfolio 
(Pablo & Waldo, 2010). The quantitative restrictions on pension fund portfolios 
are provided for in the Pension Scheme Regulations of 2021 (Investment Guide-
lines, 2021). 

Previous studies have indicated that the pension fund industry has had chal-
lenges in providing meaningful benefits and meeting its obligations in Zambia 
(Lungu, 2009; Daka, 2018). However, these studies did not specify the extent to 
which the funds can grow the contributions to facilitate retirement planning in 
Zambia. Gondwe and Adam (2014) claim that one of the main challenges facing 
pension funds in Zambia is the inadequacy of fund assets to meet assessed liabil-
ities. This claim is in line with the findings of the Committee on Economic Af-
fairs and Labor (2009). The committee recounted the failures of pension funds 
in Zambia to satisfactorily meet their obligations. The committee also identified 
many challenges facing pension funds which include actuarial deficits, delayed 
remittance of contributions and payment of benefits, non-inclusion of the in-
formal sector to the pension scheme system, costs related to supervision and 
administration, and insufficiently developed capital markets. A study by Lungu 
(2009) found that the financial performance of private pension funds in Zambia 
was also affected by macroeconomic conditions.  

Limited formal sector and delayed remittances of contributions in Zambian 
pension funds imply that member contributions are not a reliable source to create 
capacity for pension funds to meet their obligations and provide meaningful 
benefits to their members. The International Labour Organization (ILO) and the 
Organization for Economic Cooperation and Development (OECD) established 
that the informal sector accounted for about 88.7% of the employed population 
in Zambia (ILO & OECD, 2019). This means that only 11.3% of the working 
population contributes to the pension fund industry. To minimize dependence 
on member contributions to support the asset base of pension funds, fund man-
agers must design and implement viable investment portfolios that can generate 
a good return on investment.  

1.1. Statement of the Problem 

Retirement planning calls for financial strategies that promote savings and in-
vestment activities that will generate sufficient wealth to sustain the quality of 
life in retirement. The pension fund industry is a critical vehicle for retirement 
planning among other savings alternatives (Altfest, 2004). Through the asset 
pool created over an individual’s working life, the pension fund industry plays a 
critical role in smoothing out the quality of life in the retirement phase (Mitchell 
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& Turner, 2010; Yohane et al., 2022). This is dependent on the extent to which 
pension funds can create value on member contributions through investment 
activities (Hlaváč, 2011). However, a knowledge gap on the extent to which the 
pension fund industry can grow member contributions exists in Zambia. An 
understanding of the pension fund growth potential of member contributions 
facilitates appropriate savings and investment behavior to maximize available 
wealth in the deccumulation phase. The lack of this important information makes 
it difficult for policymakers to proactively deal with the well-being of retirees by 
ensuring that sufficient wealth is made available during the working life of indi-
viduals. The subjectivity and absence of mandatory minimum performance 
targets for the pension fund industry in Zambia exacerbated the need for this 
study.  

1.2. General Objective 

To understand the extent to which the pension fund industry can grow member 
contributions in Zambia. 

This study is significant because it facilitates prospective retirees engaging in 
informed retirement planning by understanding the expected wealth from the 
pension fund industry. The study also bridges the knowledge gap to ensure that 
all decision-makers and stakeholders in the industry make informed and evi-
dence-based decisions related to the well-being of retirees. Furthermore, the 
study provides a basis for evaluating the efficacy of fund management strategies 
and policies in the pension fund industry.  

The remainder of the paper is organized as follows: Section two presents the 
review of literature; this is followed by the methodology in section three and the 
results and discussion in section four. Section five presents the conclusions and 
the recommendations. The paper ends with the acknowledgements in section six 
and the reference list in section seven.  

2. Literature Review 
2.1. Empirical Literature Review 

Levy and Post (2005) define a pension fund as an asset pool that accumulates 
over the working years of an employee. This definition emphasizes the need to 
grow or accumulate assets for the members to receive meaningful benefits to 
smooth out the consumption pattern in retirement. This is even though pension 
fund income need not be the only source of income in retirement (VanDerhei, 
2006). Unless the pension fund industry can generate sufficient income replace-
ment wealth for retirement, investment in pension funds by individuals and in-
stitutions is a waste of resources. This view is also supported by Montreal (2017) 
who state that all good investment activities should generate positive returns and 
grow the wealth of investors. Asset growth in pension funds has been a subject of 
concern to many from various perspectives among researchers, policymakers, 
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and academicians. 
Pension fund financial performance describes the extent to which the fund 

can generate sustainable profits (Bailey et al., 2007; Van Horne & Wachowicz, 
2008; Edem, 2017). The positive performance of pension funds contributes to the 
growth of the asset pool available to pensioners at retirement. The performance also 
contributes to capacity building for funds to provide meaningful benefits. Tonks 
(2006) argues that the performance of pension funds is of great importance as it 
determines the amount available for payment and retirement benefits. Gondwe 
and Adam (2014) add that a viable and profitable pension fund industry contri-
butes to economic well-being through financial intermediation. Clemens et al. 
(2015) stress that the viability of the pension fund industry creates positive ex-
ternalities on other institutions such as mutual funds in which pension funds 
hold investments. In affirmation to Clemens et al. (2015), Musawa & Mwaanga 
(2017) established that increased pension fund investments in stock markets en-
hanced the performance and growth of the Lusaka Securities Exchange (LuSE) 
in Zambia. 

Gondwe & Adam (2014) provides that the pension fund industry is important 
to the Zambian economy to the extent that it is only second to the banking sec-
tor in financial intermediation. This implies that access to financial resources for 
firms and entrepreneurs to implement their business activities depends on the 
profitability, sustainability, and growth of the pension fund industry to a large 
extent. Fund managers have a great responsibility of building institutional ca-
pacity for pension funds to meet both the long-term and short-term obligations. 
Montreal (2017) stresses that pension funds should aim for high returns on in-
vestments by deploying capital to the right investments. Consequently, particu-
lar attention should be paid to all factors that influence positive fund perfor-
mance if managers are to ensure that pension funds remain relevant and contri-
bute effectively to economic wellbeing. To effectively do this, managers, policy-
makers, pensioners and other stakeholders need to understand the extent to 
which pension funds are growing the savings of pensioners and map out strate-
gies that will ensure substantial asset growth and secured benefits for prospective 
and current pensioners. 

The use of clearly identifiable benchmarks in evaluating the financial perfor-
mance of pension funds is unavoidable since performance is a relative measure. 
Common benchmarks include the risk-free rate, the equity portfolio, the fixed 
income portfolio, or the absolute zero (Walker & Iglesias, 2010; Lo, 2002). The 
yield on a long-term government bond is also a typical benchmark for evaluating 
pension fund performance (Tschampion et al., 2007; Walker & Iglesias, 2010). 
Bagliano et al. (2010) argue that pension performance should be evaluated against 
welfare indicator benchmarks and not just simple rates of return because pen-
sioners are influenced by other factors other than risk and return. Heinz et al. 
(2010) state that an explicitly stated model benchmark established by regulators 
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would enhance the performance of pension funds. The absence of such bench-
marks leaves it open for fund managers to settle for simplicity and any bench-
mark that make them look better.  

Policymakers should create an enabling environment for fund managers to 
effectively grow pension fund assets. Through regulation, fiscal policy, and mone-
tary policy, the government influences investment activities and the financial 
performance of pension funds (Hurd & Rohweder, 2020; Clemens et al., 2015). 
Regulating pension fund asset allocation affects financial performance (Mwan-
demena, 2006; Lungu, 2009). Understanding the extent to which pension funds 
are growing member contributions enables policymakers to reflect on the poli-
cies regulating the function of the funds. With increasing levels of life expec-
tancy, Heinz et al. (2010) predict a continued upward adjustment of retirement 
age by policymakers to provide relief on pension obligations. The retirement 
age in Zambia was adjusted upwards from 55 years to 65 in 2014 and later re-
vised to 60 years in 2015 with 55 years and 65 years as options for early and 
late retirement, respectively (Public Service Regulations, 2014; Public Service 
Regulations, 2015). Deferring pension obligations through retirement age ad-
justment is but a temporal solution that always catches up with the funds to 
honor their obligation. The real solution lies in the policymakers creating an 
enabling environment for pension funds to thrive through profitable invest-
ment activities in Zambia.  

The introduction of a guaranteed minimum return on member contributions 
dampens the volatility of retirement outcomes (Sin, 2002; Mitchell & Turner, 
2010). On the contrary, Pablo & Heinz (2010) argue that such regulations and 
policies only make it difficult for managers to design optimal portfolios. This is 
contrary to the expectation that such policies would motivate managers to oper-
ate efficiently over and above the required minimum. Dariusz (2015) submits 
that the concept of target retirement income in pension funds mitigates any 
possible misalignment of objectives and conflict of interest between retirement 
savers and fund managers. Since pension funds are intended to provide income 
in retirement, Mitchell & Turner (2010) argue their performance should be eva-
luated against the income replacement rate (IRR) generated. This is a ratio of 
annual retirement benefits to the pre-retirement annual income in the active 
work life of the pension beneficiary (VanDerhei, 2006; OECD, 2009).  

Even though pension fund income is never meant to be the only source of in-
come in retirement (VanDerhei, 2006), Boateng (2015) argues that it is the main 
source of retirement income for many retirees the world over. VanDerhei (2006) 
further provides that individuals should target an income replacement rate of 
not less than 75% in retirement. Andrew & Glenn (2008) add that the overall 
income replacement rate of about 70% is generally acceptable for retirement 
planning. According to Banda (2017), occupation pension funds are supposed to 
provide a minimum of 20% income replacement ratio to retirees. This implies 
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that the replacement rate targeted by occupation pension funds in Zambia is too 
low for the prospective pensioner in Zambia to have sufficient income in retire-
ment. This also entails that a pensioner in Zambia should not only depend on 
social security income in retirement but complement this income with other 
sources.  

An evaluation of the performance of pension funds has produced mixed re-
sults using different techniques and benchmarks. Walker and Iglesias (2010) ex-
plored the financial performance of pension fund systems in eleven (11) coun-
tries and found that pension systems were able to deliver significant risk pre-
miums per unit of volatility. A study by Boateng (2015) established that the 
pension funds in Ghana underperformed on market returns in absolute terms 
but outperformed the risk-adjusted benchmarks. A study in Latvia and Estonia 
established that pension funds failed to consistently outperform the stock or 
composite index benchmarks over the period of analysis (Lieksnis, 2010). A 
comparison of the financial performance of Czech private pension funds with 
other funds within Central Eastern Europe established that most pension funds 
performed poorly against the long-term benchmark of the 10-year government 
bond (Hlaváč, 2011).  

2.2. Theoretical Literature Review 
Capital Asset Pricing Model 
The Capital Asset Pricing Model (CAPM) hypothesizes that the expected return 
increases with an increase in the level of portfolio risk. Thus, in the presence of a 
riskless asset, the expected return on a risk portfolio should have a market risk 
premium on the risk-free rate (Van Horne & Wachowicz, 2008). Where this 
theory holds, a well-managed risky pension fund portfolio should always gener-
ate a positive risk premium return on investment that is over and above the 
risk-free rate. This model assumes that the fund manager has the freedom to de-
sign optimal portfolios that maximize the return for primary investors. There-
fore, any restriction to this assumption may lead to the failure of pension funds 
to generate a return higher than the riskless government-issued assets. Various 
studies attributed the poor performance of pension funds to regulation on mini-
mum return guarantees (Hlaváč, 2011; Pablo & Heinz, 2010) and portfolio allo-
cation constraints (Muia, 2015; Lungu, 2009; Mwandemena, 2006). Therefore, in 
a conducive investment environment with appropriate management skills, pension 
fund portfolios should perform better than government riskless assets according 
to the CAPM. 

2.3. Literature Gap 

The literature review shows that the research results on the evaluation of the fi-
nancial performance of pension funds are inconclusive. While some studies es-
tablished that pension funds were able to create value on member contributions 
through positive financial performance (Walker & Iglesias, 2010; Boateng, 2015), 
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other studies concluded that pension funds created insignificant value on mem-
ber contributions (Lieksnis, 2010; Hlaváč, 2011; Njeru et al., 2015). Furthermore, 
most of the studies conducted in developing economies established that pension 
schemes were underperforming on various benchmarks. However, very few stu-
dies investigated the financial performance of the industry beyond the mea-
surement level of the indicators to understand the magnitude or depth of the 
problem. This understanding facilitates appropriate behavioral responses from 
the stakeholders in the industry. The theoretical prediction of pension fund fi-
nancial performance is also challenged by the restrictive environment within 
which pension funds operate (Hlaváč, 2011; Muia, 2015), hence the need for a 
study that provides an empirical perspective. This study fills up these gaps by 
analyzing the short-term and long-term significance of the Sharpe ratio in the 
Zambian pension fund industry. 

3. Methodology 
3.1. Research Design 

The descriptive design was adopted for this study. This design enabled the re-
searcher to systematically describe the extent of value creation in Zambian pension 
funds. This design is suitable for defining and understanding the status quo of a 
given situation (Creswell, 2009; Saunders et al., 2009; Kombo & Tromp, 2016), 
hence appropriate for the study. 

3.2. Population 

The population for this study was defined by all pension funds under the regula-
tion of the PIA for the period between 2011 and 2020. This period was selected 
as the period of effect for the Investment Guidelines (2011) to ensure policy con-
sistency in the industry. Furthermore, the period provided sufficient stacked da-
ta for quantitative analysis (Green, 2012). 

3.3. Sampling and Sampling Procedures 

The study considered a census of all the registered pension funds over the period 
of interest so sampling was not necessary. To be considered for evaluation, a 
particular fund should have operated during the whole period under considera-
tion. A total of 39 pension funds qualified under this criterion.  

3.4. Data Collection 

Stacked data on individual pension funds were obtained from audited financial 
statements submitted to the PIA over the period of interest. Data on the rate of 
return on the 10-year government bond and 91-day Treasury Bills was obtained 
from the Bank of Zambia (BoZ). The use of stacked data was more appropriate 
for a young pension fund industry to bridge the limitation of insufficient data 
(Baltagi, 2021). 
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3.5. Data Analysis 

The annual yield on funds invested (ROA) was used as an absolute measure of 
pension fund financial performance. This measure was also used by Boateng 
(2015) as an indicator of pension fund performance in Ghana. The Sharpe ratio 
(SR) was used as a risk-adjusted measure of financial performance. Brealey et al. 
(2011) define the Sharpe ratio as a risk premium per unit of volatility. This 
measure shows the excess return on risk-free rate (Rf) for any additional risk 
taken by the investor. The rate of return on a 91-day government Treasury bills 
and the 10-year government bond were used as proxies for the short-term and 
long-term risk-free rates, respectively. Due to the assumed volatility of the risk-
less asset returns in the long term, a modified Sharpe ratio used by Walker & Ig-
lesias (2010) was adopted in this study. Equation (1) shows the determination of 
the Sharpe ratio obtained by dividing excess returns by the standard deviation of 
excess returns. 

( )ROA

ROA
SR

SD
f

f

R

R

−

−
=                         (1) 

Equation (2) was used to estimate the confidence interval for the industry 
Sharpe ratio at 95% level of Confidence, where T is equal to the total number of 
observations. 

2
SR

1SR 1.96 1 SR
2

T µ = ± + 
 

                 (2) 

The absolute zero model developed by Lo (2002) was used to test the signific-
ance of growth in member contributions. This was achieved by testing the signi-
ficance of the Sharpe ratio at 5% level of significance. Hlaváč (2011) adds that 
the model is always effective as long as the stationarity assumption of the data 
set is not violated. To avoid spurious results and conclusions in testing the signi-
ficance of the Sharpe ratio, the Aikake Information Criteria (AIC) and the Le-
vin-Lin-Chu panel data unit root tests were used to ensure the optimum lag se-
lection and data stationarity, respectively. Equation (3) was used to estimate the 
observed Z statistic. 

SR

2

SR
11 SRSR
2

Z
T

−µ
=

 + 
 

                    (3) 

4. Results and Discussion 
4.1. Descriptive Statistics 

Table 1 shows the summary statistics of the key variables in this study. All the 
variables in the table have leptokurtic distributions according to kurtosis meas-
ures of more than 3 (Salvatore & Reagle, 2002). This implies that the observa-
tions are clustered around the mean with minimal variation and highly peaked 
distributions. The table shows that a total of 390 observations were made. These  
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Table 1. Descriptive statistics. 

VARIABLE ER1 ER2 ROA RROA SR1 SR2 

Mean −8.4735 −0.0596 12.1329 2.6996 −0.7084 −0.0049 

Median −8.9495 −0.2321 11.2704 2.2856 −0.7482 −0.0193 

Maximum 84.0644 87.5568 108.6894 90.4810 7.0278 7.2683 

Minimum −124.908 −111.759 −96.3456 −112.028 −10.4424 −9.2774 

Std. dev. 11.9616 12.0464 10.7795 11.7690 1.0000 1.0000 

Kurtosis 38.2673 32.4153 50.0999 37.3545 38.2673 32.4153 

Observations 390 390 390 390 390 390 

Source: Authors from Eviews Outputs. 
 
observations are sufficient for making unbiased conclusions based on statistical 
analysis following the Central Limit Theorem. The table also shows that the av-
erage yield on funds invested (ROA) over the period of the analysis is 12.13%. 
This means that the pension fund industry was able to grow the contributions of 
members by 12.13% on average per annum. When compared with the annual in-
flation rates, the table shows that the average annual real rate of return (RROA) 
is 2.70%. This implies that pension funds were able to grow member contribu-
tions by 2.70% over and above the average annual inflation rates.  

When compared with the performance of government short-term and long-term 
securities, the table reveals that government securities in Zambia outperform the 
pension fund industry. The table shows deficient excess returns (ER) on average 
pension fund performance. The table also reveals a negative Sharp ratio (SR) or 
excess return per unit of volatility on both the short-term and long-term gov-
ernment securities. This means that the performance of the pension fund indus-
try in Zambia was insufficient for the risk level of fund investments. It also 
means that the fund managers failed to create value on member contributions 
consistent with the risk profiles of the industry investments. This finding is con-
trary to the capital asset pricing model which hypothesizes that risk portfolios 
should always outperform government riskless investments. This finding is con-
sistent with the earlier conclusions that the pension fund industry in Zambia had 
viability challenges and underperforming (Lungu, 2009; Gondwe & Adam, 2014; 
Daka, 2018). 

4.2. Unit Root Testing 

The Levin-Lin-Chu test was used to determine the stationarity of the Sharpe ra-
tio. This test evaluated the null hypothesis (H0) of non-stationarity against an al-
ternative hypothesis (H1) of data stationarity. Table 2 shows the hypothesis test 
results of both the long-term Sharpe ratio (SR1) and the short-term Sharpe ratio 
(SR2). The results show that all the panels are stationary at the level. This implies 
that the dataset has consistent means and volatility over time, thus making it 
possible to generalize results on the risk-adjusted performance beyond the  
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Table 2. Unit root testing with Levin, Lin, and Chu method. 

VARIABLE Test Statistic Probability Significance Decision 

SR1 −7.0892 0.0000 0.05 Reject H0 

SR2 −10.0975 0.0000 0.05 Reject H0 

Source: Authors from Eviews Outputs. 
 
period of analysis. As a pre-estimation test, it also means that the dataset is suit-
able for estimating the significance of the long-term and short-term Sharpe ra-
tios using the Sharpe ratio standard error developed by Lo (2002). 

4.3. Confidence Interval of the Sharpe Ratio (SR1 and SR2) 

Equation (2) was used to estimate the long-term and short-term confidence in-
terval of the Sharpe ratio of the industry at 95% level of confidence. The results 
show that the long-term Sharpe ratio is expected to be a negative value between 
−0.714 and −0.703. 

SR10.714 0.703≤ µ ≤− −  

This entails that the pension fund industry is expected to underperform on 
long-term riskless government security. This also implies that the pension fund 
industry fails to create value on fund assets that are consistent with the risk level 
of fund investments. 

The short-term Sharpe ratio is expected to fall between −000997 and 0.000079.  

SR20.00997 0.000079≤ µ ≤−  

This means that the financial performance of the pension fund industry is ex-
pected to underperform the short-term riskless asset with the possibility of the 
former outperforming the latter marginally.  

This means that the financial performance of the pension fund industry is ex-
pected to underperform the short-term riskless asset with the possibility of the 
former outperforming the latter marginally.  

4.4. Significance of the Sharpe Ratio (SR1 and SR2) 

Table 3 shows the test results of the significance of the Sharpe ratio in the long 
term (SR1) and the short term (SR2). A two-tailed test null hypothesis of insig-
nificant Sharpe ratio (SR) against an alternative hypothesis of significant Sharpe 
ratio (SR) was done at 5% level of significance. The test results show that the ob-
served Z statistic in the long term is −247.0147 and less than the critical Z of 
−1.96. This means that SR1 is significant at 5% level of significance and the null 
hypothesis is rejected. This also implies that the financial performance of the 
pension fund industry is significantly poor with the risk level of fund invest-
ments and long-term government securities. This finding is consistent with the 
confidence interval estimation at 95% level of confidence which predicts a nega-
tive Sharpe ratio long term.  
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Table 3. Significance test of the Sharpe ratio. 

VARIABLE ZO ZC Significance Decision 

SR1 −247.0147 ±1.96 0.05 Reject H0 

SR2 −1.929 ±1.96 0.05 Reject H1 

Source: Authors from Eviews Outputs. 
 

The observed Z-Score for the short term was found to be −1.929 against the 
critical Z scores of −1.96 and 1.96. This means that the null hypothesis of insig-
nificant performance cannot be rejected in the short term. It also implies that the 
performance of the pension fund industry is insignificant to grow member con-
tributions and provide meaningful benefits. This finding is inconsistent with 
other studies that established significant risk premiums in pension funds (Walk-
er & Iglesias, 2010; Boateng, 2015). 

The significance test results also indicate that the financial performance of the 
industry is negatively insignificant in the short term and significantly negative in 
the long term. Similar findings were also established by other researchers outside 
Zambia (Gallo, 2008; Hlaváč, 2011; Njeru et al., 2015) and attributed this to in-
effective management decision-making and poor regulation among other fac-
tors. Walker and Iglesias (2010) argued that the effect of management deci-
sion-making and regulation on pension fund financial performance, cannot eas-
ily be separated. Similarly, the underperformance and failure of the pension fund 
industry in Zambia to create value on member contributions may be attributed 
to fund management deficiencies or regulation, or both. However, without a 
thorough attribution analysis of the industry’s financial performance, the main 
explanatory variable may not be conclusive.  

5. Conclusions and Recommendations 
5.1. Conclusions 

This study concludes that the pension fund industry in Zambia is able to pre-
serve the value of member contributions over and above the inflation rate. The 
industry is also able to grow member contributions in absolute terms. However, 
the financial performance of the industry is inconsistent with the risk undertak-
ings of the industry as it is underperforming on both short-term and long-term 
government securities. It is also concluded that the pension fund industry is not 
satisfactorily serving its purpose of facilitating for a comfortable quality of life in 
retirement by significantly growing member contributions. Thus, it is difficult 
for the industry to provide meaningful benefits for retirement. DC pension funds 
are expected to only provide minimal benefits while DB pension funds will have 
challenges in meeting their obligations to their members. Deliberate actions and 
policies are needed to uplift the financial performance of pension funds in Zam-
bia if these institutions are to remain relevant and contribute to the well-being of 
retirees and the economy at large. Without any evidence-based turnaround poli-
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cies and management strategies, investment in form of contributions to these 
institutions for retirement is a waste of resources. The findings in this study also 
entail that if retirees are to have a comfortable quality of life in the deccumula-
tion phase, they should consider other retirement income alternatives beyond 
retirement packages from pension funds since the industry is not growing the 
savings significantly for meaningful benefits and retirement wealth. 

5.2. Recommendations 

To ensure a comfortable quality of life in retirement and a viable pension fund 
industry in Zambia, the following recommendations are made:  
● The government, through the regulator, should introduce objective annual 

financial performance targets for the industry to minimize agency problems 
between fund managers and prospective pensioners. This will ensure that 
fund managers always work to meet or exceed target expectations and grow 
member contributions significantly rather than settling for targets that make 
them look better. 

● Fund managers need to review their investment management strategies to 
ensure that adopted techniques can contribute positively to growing fund as-
sets and member contributions in both the short term and the long term.  

● The government should collaborate with Universities and Colleges to train 
both prospective and current pensioners in financial literacy skills and re-
tirement planning beyond expected retirement packages from the pension 
fund industry. This will ensure that retirees are equipped to consider other 
wealth-generating alternatives and grow their income for a comfortable qual-
ity of life in retirement. Furthermore, this training will also create capacity 
for prospective pensioners to monitor pension fund investment activities and 
minimize any possible agency problems in the industry. 
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