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Preface

This conference was organized to bring together scholars, bureaucrats and administrators from diverse
fields to discuss the issues facing Nigerian Cities and also to suggest workable strategies for improving
them. While as a Faculty we could have focused on other issues, the city seemed a very pressing and
current issue and the only common ground for the varjed disciplines in our Faculty.

The response to this conference was really encouraging as we received about seventy papers out of one
hundred and twenty abstracts from all the regions of the country. What was more interesting was the fairly
even attention given to all aspects of the city. This is an indication that there is a lot of concem for the city
in Nigeria. Almost all the presenters are acadernics but we hope that the results of this conference would be
sufficient to encourage them to participate in the future.

This monograph is divided into ten sections. The first section is the keynote address while the second
contains the lead papers. The next eight sections, which contain the other papers are based on the sub-
themes of the conference.

We hope that this monograph will be a very useful document for al] those working to make our cities
livable.

Dolapo Amole
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Financing Low Income Housing In Nigeria Cities: Need For Paradigm Shift

FINANCING LOW INCOME HOUSING IN NIGERIA CITIES:
NEED FOR PARADIGM SHIFT

TIMOTHY OLUGBENGA NUBI
Department of Estate Management, Faculty of Environmental Sciences,
University of Lagos, Lagos. Nigeria.

Abstraci

Thomuas Jefferson American president in 1785 wrote,

“The small landholders are the most precious part of

a state . 1o the American founding fathers, the combination of liberty and property was clear. Jefferson’s
vision was widespread home ownership through the society. However, widespread home ownership cannot
be achieved without robust housing finance built on mortgage finance institutions. In Nigeria cities, as in
many cities of developed countries the supply of new low income housing according to Omirin (1992) has
been dwindling It was not until the 1990s that research findings (Omirin 1992, The National Housing Poli
cv, 1991, Nubi, 2000) started revealing the significance of housmg finance and the appaulling state of the
housing finance sector of Nigeria economy. This paper examines the National Housing Policy of 1991, the
problems and prospects of Morigage Finance. It takes a look at how America attained 65% home
ownership und suggested ways of adapting their model. The paper recommends that a model, which will
integrate informal finance system into the formal system should be used in Nigeria.

Background

The Global Strategy for shelter for the year 2000,
adopted by the United Nations in 1988, observed
that more than one million people worldwide
have shelter unfit for human habitation
(LTABITAT, 1996). Since the 1900’s, this figure
has been rising and shows two trends. First, the
largest number of the poorly housed are to be
found in the developing countries; and secondly,
cities m the developing countries are absorbing
greater numbers of the poor and are not able to
provide adequate and affordable housing. By
1995, for mstance, it was estimated that hall of
the population of developing countries (about 1.5
billion} were living under inadequate shelter
conditions, most of them in urban areas, There
are two major socio-economic forces responsible
for this trend. The first is attributable to large
movements of people from the rural to the urban
areas in response to economic stimuli. The
second force has been the mismatch between
economic  growth  within  sectors  and
demographic growth. The factors that inhibit
efficient provision for the poor include high costs
of land and building materials, inefficient land
markets, and poor access to finance from the
formal (inance systems in many countries, The
World Bank has noted that the absence of formal
financial arrangements is acknowledged to be a
major constraint to the development of efficient
housing  markets (Werld  Bank,  1993).
Iraditionally. the poor have been considered a
mgh-rish group by most financial institutions
since they don’t guarantce a high return on
money  borrowed, This failure by the {ormal
financial institutions 1o provide lnance for the
poor

calls for the emergence of informal financial
systems tailored to satisfy the demand for
financial services for the poor. The problem of
housing has become an every day discussion in
all quarters of the public and private sectors of
the developing countries of Africa. It has
become increasingly glaring that most of the
urban population live in dehumanising housing
environment while those that have access to
average housing do so at very high costs.
According to Onibokun (1986) and Nubi (1991),
rent in major cities of Nigeria is about 60% of an
average workers disposable income, This is
much higher than the 20-30% recommended by
United Nations.

In a tight money market, housing is one of the
first area to suffer, since neither the builders nor
the consumers can readily obtain finance for
housing. The supply of new housing has not
been able to match the demand, infact, the
present economic depression coupled with the
excalating cost of construction is further
restricting the supply of both public and private
sector housing Oluwatodimu, (1990} and Wahab,
(1999), put national housing shortage at 867,000
units; lyagba and Asunmo (1995) put housing
deficit in Lagos are alone at moderate estimate of
76,000 units. But Mabogunje (2002) put the
national shortage at 8 million units.

As an attempt towards finding a lasting solution
to the housing finance problem, the Nigeria
government promulgated a National Housing
Policy (1991) and a National Housing Fund
decree in 1992, The Fund mandated all sectors of
the economy and all workers to compulsorily
save a stipulated per cent towards housing
finance. Till date more than 5 billion naira (N5
billion} had been contributed but less than N400
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million was disbursed. The paper will attempt to
look into the operation of the housing finance
market and its associated problems and
recommend approaches towards solving the
problem.

Methods of Housing Finance
Traditional Methods: Prior to the colonial period,
many methods of housing finance were adopted
in different parts of Nigeria. Amongst these were
Esusu and Ajo, Age grade associations, Village
development schemes, and town unions of
people living outside their place of birth. Others
were Men’s revolving loan associations, loans
from traditional moneylenders, Social club
contributions, Aaro or Owe where meimbers
contribute in kind by providing labour on
members’ site until the circle is completed. All of
these methods were successful in the provision of
finance for housing and its delivery in the
traditional setting. But with the complexity in
cconomic activities, these methods faded away
and were “to be replaced” by modern methods.
Modern Methods: The sources of housing
[inance in existence today can be grouped into
two that is, Formal and Informal. The formal
sector comprises institutions operating within the
statatory  guideline(s) ~ stated by Federal
Government. Among these are:
Commercial Banks: These categories of bank are
" retail bankers by operation. They ouly lend on
short-term basis because they have to meet the
withdrawal request at the shortest notice. This
has not been compatible with housing finance,
which requires long-term finance.
Merchant Banks: These accept only large time
deposits, from corporate organisations and high
net worth individuals, with maturity dates up to
five years. They hold little cash reserves and
unlike commercial banks, offer bridging loans or
interim funds to real estate developers and others
at very competitive rates of interest, usually on
short-term basis,
Specialised Development Banks: This category
includes the Nigerian Industrial Development
Bank (NIDB) and the Urban Development Bank.
They are established to grant long term finance
that could last sometimes up to 25 years for
industrial, commercial, agricultural and housing
development. Though . perfect for housing
finance, their success in housing finance has
been very limited due to inadequate funding and
diversion of the little available funds into the
short-term sector.
Insurance Companies: Life funds of insurance
companies are long-term savings. The long-term
nature of the funds enables them to invest
orimarily on long-term capital assets like real
te investment. Insurance companies arc
and equipped to finance housing

development but duc to their preference  for
higher returns, the Nigerian Insurance wdustry
has not played a significant role in housing
finance.

Corporate _Bodies: By 1979, it had become
evident that despite most companies’  huge
profits, there was total neglect of the nced to
solve the obvious housing problems of therr
workers. This compelled the promulgation of
Employees Housing Scheme (Special prevision)
Decree 54 of 1979. The main provision of the
decree is that any cmployer of up to 500
employces should provide a minimum of 50
housing units out of which three-quarters should
be made available for non-executive staff. This
program is very laudable in the sense that the end
users of housing can casily be reached. The
Satellite town in Lagos is the only reminiscence
of the decree with only mnincteen (1Y)
participating companies. The problems of
ownership afier the staff who occupied the
houses for years retired made nonsense of the
programme.

Developers: Contractor Financed: Private
property developers and other investory have
applicd  vanous  financing techniques  like:
Turnkey, Pre-letting and, Joint financing, (loan
syndication) to finance housing projects in
Nigeria. Recently, procurement methods  Dbke
Build Operate and Transfer (BOT) in different
forms are being introduced. Unfortunately, the
overall housing demand is so enormous that their
impact is minimal.

The Informal Scctor: The informal sector of an
economy according o Akanji  (1998) is
distinguished from the formal sector by the
extent to which government is functionaily
cognisant of the activities carried on. 1t is
amazing to realise that this sector accounts for
about 60% of the urban labour force (Nubi,
2000). Some informal sector finance sources for
housing arc as follows: Personal or Family
Savings,  Individual moneylenders  and,
Voluntary Housing Mavements.

The Federal Mortgage Bank

The evolution of Mortgage banking in Nigeria
can be traced to the establishment of the Nigeria
Building Society in 1956. The vehicle used for
this capital investment was the Common Wealth
Development Corporation with an advance share
capital of 81,625,000, GB pound. The society
collapsed in the carly seventies due to its
inability to perform its statutory function. This
led to the government injecting N20m and
changing its name to Federal Mortgage Bank of
Nigeria {FMBN).

This bank took off in 1977, with a lake off
capital of N20 million from the Federal
government. The bank was at no time was able to
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meet up with the demand. In 1979, outstanding
applications amounted to N223.$ million and the
available Fund was N127.0 milfion, that is ratio
of 2:1. This degenerated to a ratio of 4:1 in 198¢
when the outstanding application increased to
N465.8 million and onty NJ035.3 million was
available, (FOS) 1986, It is clear from these
figures that despite the high demands, the bank
has never heen able to meel up with sueh
demand. The failure of the FMBN over the yedrs
and the acurte shortuge of housing led to the

promulgation of the National Housing Policy of

1991, There is no doubt that both the National
Housing Policy of 1991 and the decrve of 1992
were promulgated to strengthen the housing
industry especially its financial secior. The
mandatory savings provision of the policies was
meant to resolve this. ‘
Banks and Insurance Companies were mandated
to contribute 10% of their loanable fund ‘o the
fund. The contribution was N19.9 million in
1992, only increased to N5.26 billion in 2000
(FMBN 2002). This is mainly a deduction from
the salaries of government workers and very few
private companies. It is less than 10% of the
projected cellection for the period. By
September 2000 only 489 people had benefited
from the Fund. In comparison with the number of
people that had housing needs, very few people
applied for the loans. In a study, two hundred and
fifty workers in government establishment were
interviewed to identify the reasons for the poor
response to loan opportunities offered by the
fund despite the 2.3% deduction from their
income. Table | shows their responses,

Poverty:

The concept of housing poverty was introduced
in 1996 by UNCHS (Habitar), Global Report in
Human Settlement. Housing poverty is described
as a measure of an individual or a household's
access to safe, secure and healthy shefter with
basic infrastructure such as pipe-borne water and
adequate sanitation, drainage and refuse disposal.
According to Okunmadewa {1996), Addison
(1996), poverty has been a long-standing issue in
Nigeria. While income data are spars,
historically low social indices highlight that poor
living conditions have existed for decades.
Poverty in Nigeria used to be rural based, but
between 1985 and 1992 the number of the poor
in rural areas fell sharply, from 26.3 million to
22.8 million. while those in urbar noverty rose
from 9.7 mllion 10 11.9 mMion, Housing
avatlability quality s a strong index m poverty
assessment,

Cost of Censtruction
According 1o W ndapo (2000 and ¢ Wupe (2000)
the gap between income and shelter cost in

¢

Nigeria is very wide. The high cost of housing
construction have been attributed to the
following: Rising cost of building materials, the
rate of inflation in the economy, the high
standards of quality adopted by designers, the
professional fees involved in housing designs
and construction, the excessive profit of
contractors and the 10% interest payable on
NHI. The selling price of 2-bedroom bungalows
al Otedola Estate in Lagos, (which according to
Covernor Marwa (1999) was the cheapest,
anywhere) and the 2-bedroom flats at Ikorodu,

agos, by Lagos State Property Development
Corparation (LSDPC) a government parastatal
was N1.7 million. This was a bad omen because
it meant that no paid worker in the civil service
could afford even the house built through the
public sector. Under the present civilian
administration, the cost of a 2-bedroom flat
ranges between N1.2 million and N4.5 million
deperding  on location. These are called
affordable houses. But how affordable are they?
Savings: Whatever organisational form a housing
financing system takes - savings and Joans
assoriation, building society, national housing
bank, or some combination of these - no single
aspect of its operation is likely to determine its
success or fuilure than its ability to mobilise
savings (Christian, 1980, It has been observed
that Nigerians have a poor savings culture. In
Nigeria the operations of the financial
instivutions, commercial banks, finance houses
and rnerchant banks did not help matters. Many
of these got distressed in the 1990 s. Many people
lost their savings to distressed and liquidated
banks creating 4 high reluctance to save,

Unstable  Macro-economic  Environment:
Mucroeconomic stability is very important for
several reasons. First it has a major effect on the
demand for mortgages. Figh rates of inflation
and non-inal interest rates are typicai features of
volatile economies. These features have the
cffect ot" reducing the affordabiility  of
conventional mortgages. Since the introduction
of the Structural Adjustment Programsme (SAP)
in 1986, the * 1990s . wirnessed extensive
depreciation Of" the Naira’s eicchange rate. Ths
depreciation rites associated with 1987, 1979
1989, 1992 and 1993 were 49.7%, 38.9%, 42.7%,
aid  21.5%  respectively. From an
autonomous/offic al e'xchangc rate of N1.04' to
$1.00 in 1987, toc'ay, the exchange rate in the
autonomous market .'s N132 to 1 U. S. dollar.

Export remained predominantly oil account ing
for 94.9%, 96.7% of to tal export earning in 1993
and 1997 respectively. T he propentity for forei &n
eoods and increased demand for it has continued
to-encawage inflation push. The present day
coononty in Nigeria is very volatile. Interest rates
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as well as inflation have risen to as high as
72.8% in 1995. Although this dropped to 29.3%
by 1996 to 8.5% in 1997, being an import based
economy the weak value of naira against the 1S
dollar accounts for the high prices of consumer
goods and high level of poverty (FOS) 1998,

Land Accessibility Constraints:

A well functioning title and lien registry is an
- important underpinning of both the primary and
secondary mortgage market. Without good titles,
borrowers cannot use their homes as effective
collateral for loans and investors will not view
securities backed by such loans as safe.
Accessibility to land is a big problem in Nigeria,
Urban land price varies from N250, 000.00 -
N10million and in some cases up to N50 million
(Monday Guardian, 2000). The cost of tansfer
and documentation of titles are very expensive:
sometimes it may be as high as the cost ol land.
For example: plot of (900 mY) at medium
income estate like Omole, Amuwo Odofin,
Ogudu GRA, Ojota Lagos attracts the following:
Land cost N3.5m, Agency fees @10%, Legal
fees @10%, Governor's consent @15%, Stamp
duty @3%, Capital gain tax @10%, Registration

@1%, Legal fee @10%; grand total of 59%.

59% of N3.5m = N2.07m. Not only is the Jand
registration cost high, it may also take as long as
a year to process the registration of titles, This is
counter-productive in a dynamic and volatile
economy.

Poorly structured mortgage market: For
successful  housing  finance programme,
mortgages must be

attractive investments. The interest rates-on the
mortgages must be market determined and must
provide investors with a positive, real risk-
adjusted rate of return. The cash flows from
mortgages must be predictable. There must be 2
relative standardisation of the instrument,
documentatjon, and underwriting.
Standardisation of the mortgage instrument is a
key factor in

secondary market development.  Presently,
Primary Mortgage Institution originates, funds,
underwrites, and services. In other words,
mortgage is unbundled. This does not allow for
transparency of information, but rather creates
high-risk - mortgages. During the auditing of
failed banks in the 90’s, it was discovered that
political party registration cards were used as
collateral. Lands that were not in existence or not
registered in the land registries were equally
used. Foreclosure procedure is equally difficult.
Properties mortgaged are often vandalised before
foreclosure is effected and in most cases, the
property  values are overestimated. The
secondary market is yet tobe developed.

Lesson from the A merican Model

Housing finance in Amecrica after many vears of
its evolution emerged as o1e of the best models
in the worid. The inhcrentqualh_\ of the model,
which enables about 65% of the populace to
acquire houses and equaily helped in creating a
million units every year has become very
attractive to other nations. Housing finance in
U.S., which started as thrift and banking has
today a secondary dimenicn. The secondary
market removed the problam of illiquidity and
subsequent risks that are ssociated with it by
mnvolving long term investos who purchased (he
originated mortgage as bonls or sccuritics, The
success of the mortgage fimnce iy America can
be traced to societal ideolgy that believed in
mass home  ownership, u -relented eftorts at
ensuring. - affordable  hous g throngh murket
dynamics and the enactman ol an enabling
status. )
The United States modu presents g vivid
example of a nation that beieves in free market,
It perceives housing as 1n Lconomic  good,
acknowledging the role of individuals at
originating  loan  rather fthan paternalistic
approaches of subsidy, Tt mortgage market s
the bane of housing finare i America. The
mortgages  were financd  with low-cost
government-insured  depsits.  The  thrifis
provided all the major speets of mortgage
lending-origination, serviing, funding, and
accepting credit risks-and thy held the majority
of mortgages. Today the thris gre considerably
less important as mortgage ivestors, with more
than half of all mortgages soliinto the secondary
market. This major change, braght on largely by
the secondary markets, has beq the unbundling
of the major aspects of mortage Jending. A
mortgage now can be;

1. Originated by a mortgae a broker who
makes money only from ori gingtim;
2. Serviced by a mortgage tanker wia did

not originate the loan and ma: have bought e
right to service the loan from nother mortgage
banlker;

3, Originated with the cidit risk taken by
one of the secondary market initutions, perhaps
along with a mortgage msurancccompany; and
4, Funded by a mortgagebacked security
(MBS) sold into the capital narkets, and the
MBS can be packaged as a bunde of derivative
securities  that separate interest rate _and -
prepayment risk among different investors,

In 2001, housing proved to be an econonic
powerhouse, credited with freventing an even
deeper recession  and cortributing  to  the
fecovery. Last year alone, comumers spent $1.7
trillion on housing related gods and service
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making it the number one consumer preduct.
Because of strong public policies in support of
housing, the United States housing market is
dynamic, durable, and critical to the performance
of the national economy, In fact, it is the
comerstone of U.S. economy.

Fannie Mae plays an important role in the U.S.’s
largest source of financing for home mortgages.
Fannie Mae is a private, shareholder-owned
company with a public mission to provide
fancial products and services that make it
possible for low-, Moderate-, and middle-income
familics to buy homes of their own. The
company does not lend money directly to
homebuyers, but buys mortgages from a variety
of institutions that lend money directly to
borrowers. Fannie Mae then holds these
mortgages in  portfolio or issucs Mortgage
backed Securities (MBS). The lenders, in turn,
can use the funds provided through the sale of
mortgages to Fannie Mae to extend more loans to
homebuyers.

Since 1968, Fannie Mae has provided more than
$3.8 trillion in home financing for 44 miflion
American families, reducing the cost of buying a
home and increasing the homeownership rates in
America. Fannie Mae is also America’s largest
investor in multitamily rental housing, helping to
expand the stock of decent and affordable homes
for the more than 34 million Americans who
rent.(Fannie Mae, 2002).

Strategic planning for Housing Finance:
Future Qutlook - The key to shelter for all is
embedded in a cluster of interrelated approaches.
For any strategy to be successful action needs to
be taken from several fronts; political and
participatory; fiscal and financial: physical and
spatial. However, this paper will highlight some
strategies for housing finance based on the
previous discussions,

Fiscal and financial Strategics.

A key objective should be the mobilization of
financial  resources for the production,
improvement and maintenance of infrastructure
and sheiter. The financing of shelter ought to be
considered as part of a wide effort to develop the
whole finance sector — mobilising  savings,
reducing costs, improving the effectiveness of
the financial intermediaries and promoting the
free movement of capital. The cost of housing
finance should be reduced to a minimum level
based on sound financial and economic
principles. Official regulations, which can greatly
increase these costs, should be reviewed fo make
credit more accessible 1o the increasingly larger
seetions ol the population.  Macro and micro
cconomic and - policies  should  be  anti-
inflationary. There must be conscious efforts al

integrating the informal source of finance into
the formal section. The manufacturing sector
should be boosted with attention paid to import
substitution. Nigeria has tested local alternatives.
Secondary mortgage market should be
introduced gradually over a five to ten year
period. ‘

The capital market should be encouraged to
develop through proper regulation that ensures
prudence and accountability in all sectors of the
economy. However, financing should not be
directed only towards owner-occupied housing.
Rental housing meets an important and rising
need in the rapidly expanding cities of the
developing world. Rental housing for all income
levels must be financed by ensuring that it is
sufficiently profitable to attract investors.
Ultimately, an increased supply of rental housing
1s the best way to achieve lower and fairer rental
costs for tenants.  Rent-control regulations
should not only benefit some privilege tenants
but rather the majority of those requiring rental
housing. Lines of credit to upgrade housing
considered to be “sub-standard” are needed.. A
well-designed system of subsidies for housing
has to be compassionate, equitable and efficient.
Shelter subsidies should form part of a general
strategy for meeting the needs of the Door and
the destitute. :

Conclusion .

The paper explored issues related to housing
production and distribution in Nigeria. It
identified the limitations of each of the sources
of housing finance presently as well as the role of
the Federal Mortgage bank in housing finance. It
also examined lessons that may be learnt from
the American Model of Housing Finance and
concludes by suggesting some ways in which this
mode! may be accepted. Other strategies for
stimulating housing finance were also identified.
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Table 1: Factors Contributing to the Poor Access to Housing Finance

Reasons for non- -participation

a. Not clear on how Lo access the [und.

b. Apathy (they will not approve it. It is [raud).

¢. Conditionalties especially the demand for
approved building plans and registered land title.

d. The mortgage bank 1 open account with no longer
operaling.

¢. The money [ am entulod to can not build me

a house.

f. Fear of being a debtor.

g. High interest rate.

h. I don't need a house.

No. of respondent s Percentage %
120 48
16 |4
20 80
57 23
53 21
18 72
3 12
1 4

Source: Nubi (2001).




