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1. This is work in progress

Material Disclosure

4. Your thoughts are welcome 

3.  It is meant to provoke our 
thoughts, ask pertinent  questions, 
and therefore continue the 
conversations about investment 
climate for affordable housing 

2.   Largely academic but with a                  
respondent practice group 
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Introduction

    This presentation is aimed at discussing private capital perspectives 
on funding housing for the category of low and middle-income 
earners in Nigeria.  

 To deploy huge financial resources to any venture, not just housing, 
investors will require some guaranteed safety of investment and a 
minimum hurdle rate premium. 

    Furthermore, successive governments in Nigeria have clearly 
identified the inter-linkages of housing problems with poverty and 
especially the poor. The 1991 National Housing Policy (NHP) puts 
the category of Nigerians that could be classified in the low income 
bracket at 70% of the population. 
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• Locally produced building materials such as cement 
are up to three times the world market price (Nigeria 
Housing Finance Assessment – FSS2020; Walley 
and Boleat, 2008; Walley, 2009; Centre for 
Affordable Housing Finance in Africa, 2010).

• Construct ion costs are high because the 
construction sector in Nigeria suffers from a range of 
serious constraints. The construction supply chain is 
dysfunctional.

• Nigeria’s regulatory environment, especially land and 
costs related to building a house are among the 
highest in the world. Developers, lawyers in real 
estate and practitioners estimate this at 15% to 20%. 

Background
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• In addition, the cost of missing public infrastructure is often priced into 
residential housing. The lack of public infrastructure, i.e. public roads, water, 
sewage and power, force many developers to fund investments which in most 
countries would be provided by the public sector over a longer period of time. 
(EFInA 2010).

Background Contd.

• In Nigeria, the housing conditions are poor.  Housing deficit in the market is 
about 14 million units (RIRFHUD, 2009).  Over 80% of the population live in 
informal housing without any ownership rights (EFInA 2010).

• It is estimated that the production of a 3-bedroomed house in Nigeria costs 
USD50, 000 compared to USD36, 000 in South Africa and USD26, 000 in 
India (Walley, 2009). 

• All these cost factors make housing construction in Nigeria highly expensive and 
limit affordability. 
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Never ChangeFundamentals  

        
  

       The market forces of supply and demand 
of housing are critically influenced by a 

country’s legal, governing and 
institutional policy framework (Harvey, 
2000; Miles et al., 2002). In turn, house 

prices, investors’ appetite, aesthetic 
value, location, tenure patterns and 

choices are determined by the interaction 
of supply and demand elements. In the 
long run, these housing outcomes affect 

the expansive socio-economic conditions.
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Economic Grouping and Class Classification 2007 (NBS)

Classification Expenditure per annum Population 
(%)

Population (m)

 

Low & Middle Income Earners in Nigeria

Upper Middle        Greater than or equal to N120,742.70               28.79                   36.37 
Class                     but less than N225,692.00 (US$1,504.6) 

Lower Class          Less  than N118,384.06 (US$789.2)                 50.00                   63.16 

Lower Middle        Greater than or equal to N118,384.06                1.20                     1.52 
Class                      but less than N120,742.70 (US$804.9) 

Lower Upper         Greater than or equal to N225,692.00                3.68                      4.64 
Class                     but less than N251,789.40 (US$1,678.6) 

Upper Upper         Greater than or equal to N251,789.40              16.32                    20.61 
Class                     (US$1,678.6)  
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  The 2012 National Housing Policy, recently approved by the 
FEC of Nigeria, has defined low-income groups as follows: 

  The Minimum 
Wage as 

described thus 
is N18,000 per 

month (US
$114.00). The 
category of 

people 
discussed in 

this study is the 
lower medium 

(N18, 000 – N72, 
000 a month). 

 

• The lower-medium income group is here defined as 
all persons whose annual income exceeds the 
National Minimum Wage, but does not exceed four 
times the National Minimum Wage.

• The low income group is here defined as all persons 
whose annual income exceeds the ‘No-Income’ 
level, but does not exceed the National Minimum 
Wage.

• The No-income group is here defined as all persons 
whose income does not exceed the national average 
of 25% of the National Minimum wage.
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 It seems that on the supply side, private capital is 
not certain where their exit will come from if they 
fund low and middle income earners for housing 
development, as the income of the beneficiaries 

is minimal.  

 On the demand side, these categories of people 
may not have the means to take up a mortgage. 
Predictably, mortgage institutions only disburse 
credits corresponding to three to five times the 

yearly salary of prospective mortgagors. 

Two Private Capital Concerns
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Contextualizing the Challenge

• The majority of Nigerian households own their dwelling and rental housing is more prominent in urban areas. 
More than two-thirds (66%) of households in Nigeria own the houses they live in.  

• About 33% have a different occupancy status including 14.4% of the households living in rent-free houses, 
while about 17% live in rented premises (EFInA, 2010). 

• Owning a house is more common in rural areas (81%) than in urban areas (44%) 
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Research method
       Due to the exploratory nature of this research, a qualitative research 

method was employed. 

Research Design

 A semi-structured interview was conducted as some complex 
discussions pertaining to investment climate might ensue.  

       This can only be captured through a qualitative type of interview. 
  
       

Methodology
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– Rivers State;
– Abuja State; 
– Lagos State

Respondents were selected from four commercial nerve 
centers in the country:

& Sample sizeSample selection

– Ogun State. 
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Stakeholders Group/Private Capital Providers Level of Respondents 

 

Sample size

Respondent Target

Other Private Capital Providers           Head, Residential Real Estate Units                       5 

Primary Mortgage Banks                      Executive Management Officers                           11

Commercial Banks                                Head of Real Estate/Mortgage Divisions                2

FGD for Building Materials (Rivers)      Wholesale and retail players                  Group of 8 
International Private Capital Advisors  Director of Inclusive Markets                                 1

FGD for Building Materials                    Wholesale and retail players                  Group of 7 
(Ogun State)

FGD for Government Developers        Snr. & Exec. Management Team              Group of 9 
(Federal Housing Authority)

Total                                                                                                                                         43
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Findings 

Rank Macro Issues References

1 Market Capacity 53
2 Regulatory Bottleneck 26
3 Foreclosure 24
4 Challenges to supply of building 

materials

15

5 Macroeconomic 15
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Findings 

Rank Micro Issues References

1 Affordability 30

2 Underwriting & Operations 26

3 Target Market 20

4 Long Term Funding 16

5 Focus of the Institution 16
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CapacityMarket

Market capacity was aggregated under macro issues because the discussions here 
were at the industry level and not at the level of the firms. 

  

 “By financial institution we will be talking about all the players within 
the financial services system, if we limit it to mortgage banks who 

are primarily supposed to handle that problem including the Federal 
Mortgage Bank of Nigeria (FMBN), I will hasten to answer that in the 
affirmative that it could be very difficult. In any case it has been said 

that when you talk of the housing deficit of 14 million units and 
multiply it with an average price of a house of N5 million, we are 

talking of N70 trillion which is a tall order. We need to first of all look 
into the challenges militating against housing in Nigeria.”

Macro Issues
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Regulatory

  

“…….there are certain things that I am not in control of. Perfection of 
the title; and we all know how long it takes to perfect title 

especially in Lagos state. So even when the timeline is set and the 
client is given a list of documents to provide and even a letter of 

offer……. the bank is not in control of title perfection……..” 

Bottleneck

 Majority of the respondents highlighted the fact that other regulatory impediments exist in 
the market. Issues of time to perfect the mortgage, processing building approvals, etc., 
are discouraging investors from taking a long term view of the market. One respondent 
declared: 
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Regulatory

“It doesn’t take more than a maximum of two months to get your 
certificate of occupancy. Even if it is the issue of perfection or 

things like that because, I give you an example, within 3 months we 
perfected more than 400 mortgages with the Federal Mortgage Bank 
while in other states in two years you cannot achieve that so that is 
why government have to come in and look at it critically and try and 

ease some of these processes.”

Bottleneck Contd.

  Interestingly however, there was a dissenting response from another private capital 
provider – a mortgage bank who particularly does not experience this kind of 
bottleneck. He averred: 
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        “It is not very easy to foreclose and sell the property when 
there is default in payment. Usually before you foreclose, 
the customer goes to court to get an injunction stopping 

you from doing that and once you have received the 
injunction you can’t do anything.”

Foreclosure

       Out of 19 interview respondents, 12 of the private capital providers consider the 
inability or difficulty to foreclose as a major limiting factor in the provision of funding for 
housing for low and middle income earners in Nigeria. Borrowers have learnt to 
capitalize on this inefficiency of the courts. One of the respondents alluded to this fact: 
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Macro

       The current macroeconomic regime in the country has remained discouraging. Inflation is 
double digits and the naira is on a free fall. GDP growth is negative well. But the impact is 
more on the low and middle income earners. This is evident in the following respondent’s 
comments.  

 

economic

  
“With interest rates and cost of funds at 20 – 21%, the mortgage industry is 

there but it’s non-existent... Until we can bring the cost of funding down, 
we really don’t have a mortgage industry; when we say down, I am not 
saying single digit, because it is unrealistic. It’s never going to come to 
single digit; even 10% is not likely. Even with long term funding you are 
not likely to get 10%, we need to be practical. But if people can get rates 

at 10% - 13%, even the low income will be able to do it.”
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IssuesMicro

       Nine different themes were coded under micro issues as determining factors for private capital 
flows for the development of housing for low and medium income earners.  These micro issues 
were themes considered to be paramount at both the individual (borrower) and the firm level. 
They are discussed below. 

  
“The major criteria I will tell you is affordability.” 

“Yes, affordability. That’s the major problem I see for them. Based on the 
current housing structure in Nigeria right now, the pricing, the cost.” 

“These low income people cannot access mortgages in terms of affordability.”

Affordability

       This was one of the most frequently occurring subjects under the micro issue discussions. Private capital 
providers were of the view that this is a key ingredient to providing housing to these categories of people. 
This is especially because of the fact that investors are keen on receiving their returns and ensuring the 
safety of their investment. Some of the respondents commented as below: 
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& OperationsUnderwriting 

      The majority of the private capital providers adjudged adequate underwriting and 
operations as a critical piece to private capital flows to low and middle income housing. 
Obviously the reason for this is to mitigate against credit risk and default of both the 
individual borrower and the development enterprise. For the developer, the respondents 
will be looking out for the following: 

 
        
  

“First of all, what's the situation of the land? Land has to be free and 
clear, and you have to be able to take a lien on the land to start 

with. Land is a very small part of the equation.” 
“How much of your own raw cash (the developer’s cash) can you put 

on the table? I know you're selling and cash is going to come 
from sales and stuff, but how much of your own raw cash can you 

put on the table?”
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MarketTarget 

       The target market can be seen as being related to affordability. However, while 
affordability is a requirement to be met by the individual borrower, the target market is 
entirely at the discretion of the private capital provider.  

  
   

 “We focus on the low to middle income segment but basically we mix it 
up, we had also recognized that for us to be formidable players in the 

mortgage banking sector we need to have mortgage loans being 
booked; so our strategy at that time was to identify those who can 

meet the repayment within the shortest possible time and these are the 
upper middle income and the HNI’s (high net worth individuals) with 

diversified income base.” 

“Our houses are targeted for all income groups, but the reality on the 
ground is that it is the middle to upper income group that can afford 

them.”
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 FundingLong Term 

      This is a constraint to both the supply and demand sides of housing. Funds generally found 
in the market are usually short term, ranging from 30, 90, 180 or 365 days at the maximum. 
Even with this short tenure, the interest rates are usually in the high double digits. The 
respondents were quick to point out this constraint during both the interviews and the focus 
group discussions. Some of the comments are shown below: 

  
       

  

       “Access to long term capital becomes the major constraint that they have. 
I’ll say there is still a constraint on the capital side, I think particularly non-
bank finance companies have to source long term capital for lending, for 

the housing products to be affordable for the low and medium income 
earners.” 
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of the InstitutionBusiness focus 

      From the respondents’ perspective, this was a very critical element in the transactions that 
they carried out. Eleven respondents believe that the business focus of their organization 
was a key determinant as to whether they will be interested in providing capital for 
residential real estate. 

 

         

“I would say any of the residential development that is done is 
probably middle to high right now.” 

“The focus right now is based on provision of mortgages to individual 
consumers, project finance for developers and also we are actually 
going into property development, so we have our own proprietary 

projects, so those are our main business lines.”
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with developersChallenges 

         

 “Most developers don’t dimension their market before they go into 
development of the housing projects.” 

“The equity required to drive that process, none of the developers we 
spoke to are able to put it on the table even though some of the state 

governments were willing to put down lands at very limited cost.” 

“Pricing for land is a major issue for the developers.” 
 

      The study reveals that there are several areas where private capital providers are 
estranged from real estate developers. All the respondents were of the opinion that the 
developers are not positioned or capacitated to receive funding for their projects.  
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BuildingCapacity 

        
  

“It’s basically training for both the lender and the developer and 
it’s good to have both stakeholders in the room. That will be 

more efficient.” 

“One of the key constraints is the fact the mortgage banks are not 
well staffed to handle, even in terms of the credit analysis, in 
terms of identifying the underlying risks that are inherent.”

      Some of the respondents mentioned that training and capacity building is required within the 
housing and mortgage finance industry. This is important as it will help to strengthen the skill 
sets of loan originators at the institutions. 
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& InformationLack of Data 

        Acquisition of data in Nigeria is very difficult and expensive. The lack of information on 
housing starts, house price index, etc. hinders investors from making useful investment 
projections. More so, some categories of the low to medium income earners are informal.   

  
        

  

       “Quality information in Nigeria is very difficult to come by.  An 
artificial pricing for property exists due to lack of data. Determining 
the value of a property now becomes so much more subjective and 

this is largely affecting the low and medium income category.” 
  

       “Most financial institutions run away from construction and 
development risk, because they are unable to assess it, and more 

importantly, they are unable to manage it.” 
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– Policy RecommendationsMitigants

       This section covers the several policy recommendations that are being proffered. It is 
hoped that these policy guidelines will help in mitigating the varied risks identified in this 
presentation. Furthermore, these recommendations will attract private capital funding for 
housing for low and middle income earners.

Concessions

       “Government still needs to give huge concessions on land, infrastructure 
and even the statutory fees; this basically relies on government 
involvement.” 

  
       “What I feel really, as a player in this industry, is that government can 

actually acquire a large span of land, put in some infrastructure there, 
and sell it themselves to low and medium income individuals.”
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Creative / Public Sources of Fund

      There have been several discussions around unclaimed dividends in Nigeria. With a well 
thought out strategic plan, a policy framework should be crafted that allows unclaimed 
dividends and dormant accounts with deposit money banks to be channeled towards the 
basic needs of the common man 

       “There have been dormant account monies for donkey years; the 
last 25 to 30 years, they run into trillions. Whose money is it? Why 
are the banks sitting on it? Government should legislate that some 

of it should move into housing. Dead people’s money, what you 
call dormant accounts…They should legislate that those monies 

come into housing. Before you know it, you will have five trillion or 
so in housing and all these problems are solved.”
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Custom duties & Taxes

      Following the comments from the respondents in the building materials focus groups in 
the Rivers and Ogun States, it is very clear that a reprieve on the import duties will go a 
long way to reducing the burden of affordability for low and medium income earners. If 
the price point of housing for this category of people is reduced, it will automatically 
diminish the bar of affordability and expand the number of people within that band. This 
will also increase investment and reduce the risk profile of this category of people by 
private capital providers. An outcome of this will be that their repayment becomes less 
burdensome, and therefore they can qualify for loans when underwritten.
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Advocacy And Education
  
       “When people know that if 

they lose their jobs they can 
still keep their homes; when 
people know that buying a 
home is different from renting, 
they have to set money aside; 
when consumers know the 
d i f f e r e n c e b e t w e e n a 
compound interest rate and an 
amortization schedule, it 
becomes a lot easier to avoid 
loan defaults.”
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Regulatory Capital Relief

       Government should create a plan such that it can attract commercial banks into the mortgage 
sub-sector. Statutory and regulatory capital relief should be granted to both commercial and 
mortgage banks for their mortgage portfolios relating to low and medium income earners. As 
a matter of policy, government and the Central Bank of Nigeria (CBN) should create a 
benchmark of maximum N25 Million for loans that will benefit under this structure of 
regulatory capital relief. This will incentivize them to begin to lend for housing units that are 
within this band.

Secondary Market / Refinancing

       Commercial banks have a short financing life cycle. As part of their business model, they 
always strive to turnover every naira several times within a financial year. This broadly 
explains why they may not be interested in doing any transaction that exceeds a one year 
cycle. The commercial banks have enough muscle to jumpstart the housing finance and 
mortgage finance market in terms of their lending capabilities. However, they need to be 
certain that they can continually recoup their investment and get into other transactions 
immediately. NMRC is currently working on solving this problem
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Institutional Reforms & Interventions

        
       The Pension reform has been ongoing during the last five years; and to 

date they have already collected about N5 trillion or more. The 
government should review the minimum contribution to the NHF to a 
more reflective amount. A suggested policy will be for a 2.5% deduction 
from the employee salary and another 2.5% from the employers. Pushing 
this kind of housing mandatory scheme will bring in up to N1 trillion 
within a short period. 

       Government should as part of the policy plan, recapitalize the Federal Mortgage Bank of 
Nigeria (FMBN) immediately and empower it to begin to play its secondary market role. 
FMBN should also aggressively re-innovate the National Housing Fund in such a way that it 
can effectively rake in low cost contributions and fund low cost mortgages. The importance of 
a restructured FMBN can be seen from the Nigerian pensions industry. 
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New Product Development

  
      Based on the levels of income and affordability of low and medium income earners, the 

respondent above, who is an international private capital advisor, proffers the introduction of 
housing microfinance based on experiences from other climes with similar macroeconomic 
indices to Nigeria. Housing microfinance is the incremental financing or improvement of a 
home. 

  
       “I would say if we look at the pyramid of the market segments; Moderate to 

low income range, we have to match incomes with products or institutions 
that can make loans for which they qualify and in many markets, housing 

microfinance is really the best option because of the affordability.” 
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Government Land Bank / Site & Service Schemes

       Government should extend themselves to further concede profitability to private capital 
providers when they engage with private capital on Public Private Partnership (PPP) projects. 
Government usually wants to benefit financially during PPP projects and this often increases the 
final price per unit of the developed houses, taking them out of the range of affordability for the 
low and medium income earners. Another related policy directive, should involve government 
acquisition of a land bank and site & service schemes through which they will make certain 
acreage of land with infrastructure available for development by prequalified private capital 
providers.  

  
         

       “These houses are not affordable so they are not really solving any 
problem, but if the government comes and it is one of their agenda say 
every year why don’t we make certain acres of land with infrastructure 

available for affordable housing? These are housing that will be regulated 
and whoever is coming to build these houses has to be working within a 

certain price cap established by government. And the houses must be sold 
strictly to first time owner occupiers.” 
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Summary & Conclusions

       Private capital providers are not disinclined to fund housing for 
low and middle income earners in Nigeria. However, the conditions 
for them to do so are not fully prevalent. From the interviews and 
focus groups held, the emerging variables from the study have 
shown why private capital has largely ignored what potentially 

could be their largest market. 
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REAL ESTATE INFORMATION CENTRE
………Knowledge for industry
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Explore REIC

 The Real Estate Information Centre (REIC) is a web-
based primary data resource centre that will act as an 
online repository for all relevant real estate and 
construction market information in Nigeria.  

 The primary objective of REIC is to become a one-
stop gateway that will gather all market information 
together to generate a database that can be used for 
the management of sustainable developments within 
the real estate and construction sector. The REIC 
portal will adequately dimension the real estate and 
construction market, measuring market indicators 
(Supply, Demand etc.) across various segments of the 
sector. 
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Join Us Today

www.reic-ng.com
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