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ABSTRACT

Over the years there has been a tremendous increase in the demand for housing in
Nigeria, particularly affordable housing due to the increase in rental and the general
rise in price level. To tackle this problem, this thesis proposes that cooperative tenure
be pursued as a tool for real estate investment in Nigeria. The problem which can be
associated with the inability and ineffectiveness of both the public and private sectors
to meet the housing needs of the general population. This Thesis contends that with
cooperative, aspiring home owners can break themselves off from the pack of
government dependents. The government and the financial institutions have been very
slow and they cater for a small sector of the millions of demand for affordable housing.
The proposed solution is pursued through innovative financing method commonly
known as Musharaka Mutanagisah (diminishing partnership). Data collected through
primary source using questionnaire, a structured closed end questionnaire distributed
to the general population of some selected states in Nigeria have been utilized for the
empirical studies. The questionnaire provided adequate information on how
cooperative would benefit the general population in acquiring property. The paper is
designed to fulfill the requirement for an actual implementation of the proposed model
in Nigeria. This study is expected to benefit the real estate industry in Nigeria as a
whole and also provide an alternative to the increasing dependence on debt based
economic system which is gradually affecting the housing industry. The result reveals
that there is great prospect and benefit from using co-operative model for real estate
investment in Nigeria and the proposed model is feasible. In addition to that the
proposed model is a better alternative to the current home financing methods currently
available in Nigeria.
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CHAPTER 1
INTRODUCTION

1.1 AN OVERVIEW OF THE RESEARCH BACKGROUND

Shelter is essential to all living, which is why Allah The Almighty Says: {4And Allaah
has made for you from your home’s a place of rest.}[Quran 16:80]. This verse of the
Quran buttresses the importance of home and shelter, Supports the understanding of
home being a place of rest, stability, comfort, reassurance, safety and tranquility, in
which we live, and with which we protect ourselves from the heat of summer and the
cold of winter. It is also our shelter in which we take refuge after the trouble and toil of
the day. Based on general understanding and studies done, having a home a person
calls his own has an in-depth socioeconomic relevance in every society, According to
Onibokun (1998) Housing represents one of the most basic human needs. As a unit of
the environment, it has a profound influence on the health, efficiency, social behavior,
satisfaction and general welfare of the community.

Furthermore Real estate is one of the primary (and indeed one of the only) asset
whose value hardly depreciates over time, except for some rare events such as the
housing bubble. According to Nubi (2008), to most groups housing means shelter but
to others it means more as it serves as one of the best indicators of a person’s standard
of living and his or her place in the society.

For a typical house-owner, the house is a major asset in his portfolio and for
many household, the purchase of a house represents the largest (and often only)
lifelong investment and a store of wealth.

The problem of housing in Nigeria has been addressed on few occasions but

has yet to be given sufficient attention to solve the problem. The government has



partly intervened through the construction of housing estates, establishment of
mortgage institutions, facilitating disbursement of housing loans and also by providing
housing subsidy but those efforts are very limited and short lived as the demand for
affordable housing in Nigeria continues to increase tremendously. According to
Omirin (2007) The housing deficit in Nigeria stands between fourteen and seventeen
million up from eight million in the 1980’s, and an estimate of over seventy two
million are either homeless or live in rented substandard homes. This figure has clearly
multiplied over the years. Availability of housing finance clearly is one of the major
ways to address this issue, the fact remains that with Nigeria’s population registering
over 150 million and according to world bank (1995) In 1985 — 1992, total extreme
poverty in Nigeria increased from 10.1 million people to 13.9 million with a near
three-fold increase in the urban extreme poor from 1.5 million to 4.3 million people the
efforts of the government alone does not suffice. This means that the people
themselves have to step up and create innovative ways to improve the quality of life, in
which shelter plays a major role. According to Kim (1997) with the absence of a well-
functioning housing finance system, a market-based provision of housing would
therefore be lacking.

Looking at other developed nations, the real estate industry is much matured,
with the help of the government and a sound financial system it has been made
possible for an average family to be able to afford a decent home of their own. In
addition to that, in some emerging economy’s such as Malaysia, the housing industry
and the financial sector are well established, this have made it possible for not only the
rich but also the middle income to not only own their own homes but also to be able to
purchase multiple homes as forms of investments.

It cannot be denied that the quality of shelter a person has is dependant on how

much the person earns, bearing in mind that the source of funding for individuals in



Nigeria to meet the cost of building or purchasing a home is from an individual’s
earnings. This is seen as the best alternative as it involves zero interest increments. The
Solution to this problem does not only rest on the government but on the society itself
to come up with a solution with the current available resources.

The emergence of Islamic finance has brought about tremendous improvement
in Shariah compliant financial products. Conscious Muslims are now given the option
to trade and invest in shariah compliant products and financial instruments. This has
brought about financial product innovation and different financial products which are
in compliance with shariah, example of such product is Musharakah Mutanagisah,
which is also known as diminishing partnership. This Islamic financial instrument is

implored in the structuring of the housing cooperative propose in this thesis.

1.2 RESEARCH QUESTIONS

The proposition of these questions is to guide in the collection, analysis and
interpretation of data in line with the aims and objectives of the research. The answers
to these questions are expected to be in accordance with the research design at the end

of the research. The study aims to answer the following questions:

1. Is cooperative a feasible alternative to the current house financing issues in
Nigeria?

2. Would the introduction of Musharakah Mutanagisah in the housing Co-
operative model make housing more affordable and feasible?

3. Is the proposed model more affordable compared to the interest charged by
financial institutions?

4. Would the proposed model provide an alternative to real estate investment?



1.3 RESEARCH METHOD

The research method used in this paper is mixed method research, in which both
quantitative and qualitative method is used. According to Creswell (2007) it is
considered as a research design and method of inquiry that dictates the direction of the
collection and data analysis whereby the collection and analysis of data has a mix of
quantitative and qualitative research processes. The nature of the research is
investigative, by using quantitative method for data analysis it is made possible to
extract important element to build a cooperative model for real estate investment in
Nigeria. Various studies in the area of housing finance have been mainly qualitative
and descriptive in nature.

The research being investigative in nature made the use of quantitative
approach for data analysis the best means of compiling useful information in deriving
an appropriate structure for real estate investment using cooperative as a tool.

In order to structure a model for how cooperative can be used for real estate
investment in Nigeria, empirical evidence on factors that influences home financing is
collected. Survey of the general population of Nigeria from some selected states is
carried out using questionnaire to gather the required empirical data. The survey covers
workers from different sectors and industries in the country from different income
groups. This helps in giving a proper classification and grouping in the findings for
easier implementation of the proposed model. The questionnaire is divided into 2
sections; the first section includes questions on the demographics of the respondents
while the second section includes relevant questions which would largely dictate the

outcome of this research.



1.4 PROBLEM STATEMENT AND OBJECTIVE

An average Nigerian with a family would want to own the home they live in, as a
result of that individuals seek for funding through which ever means possible, may it
be mortgage, bank loan, government schemes, borrowing from family and friends,
personal savings. This becomes their biggest single financial obligation and burden.
Bearing in mind that most of the available funds come along with a huge burden,
which is interest, the challenge here is to develop shariah compliant alternatives which
would be able to serve the masses at the same time be a very affordable alternative to
the current available system.

Islamic finance has become important in both providing housing to lower and
middle classes in many countries. In the case of Nigeria Islamic financial system is
still at its infancy stage, which means the general public are left with very limited
options. The current available system that may comply with the needed alternative is
the housing cooperative. This study aims to introduce shariah principles into the
cooperative system to improve and reinforce the current cooperative practice to fulfil

the needs of the general masses.

1.5 AIMS AND OBJECTIVES

The aim of this research is to explore the means of using cooperative as a tool for real
estate investment in Nigeria.

1. The study attempts to address the problem faced by the general masses in
Nigeria to secure funds for housing by exploring the potential of
cooperative as a possible alternative and remedy to the current problem.

2. The study aims to financially engineer a system that would enable

individuals to invest in real estate without having to part with more than



they currently are spending on rental or lease using the principles of
Musharakah Mutanagqisah.

3. The study aims to look further into the affordability of the proposed model
by comparing the figures generated with the interest charged by the
financial institutions.

4. Furthermore the study aims to determine how the proposed model would
create an avenue for real estate investment.

To address this issues this study undertakes an empirical research on housing
cooperative and Islamic financial instrument, focusing on the following main
objectives: first, to investigate how cooperative can be used as a tool for real estate
investment. Second, to model a housing financing alternative, using the element of
cooperative and the principle of Islamic financial system which can be implemented
through the introduction of the elements of Musharakah Mutanagisah (diminishing
partnership) as the underlining contract.

Hence, this research is not merely for academic purposes but an implementable

manual for the Nigerian housing Market.

1.6 LIMITATIONS

Every research has its limitation, this research is not any different, and its limitations
are:

a. the method of data collection is limited to the survey questionnaire and
short group interview to some selected respondent, the fact that this
research is meant to be implementable, having seminars and workshops at
work places to educate people about the research would have given an

edge to the research findings, these could not be made possible due to



logistics, time and financial constrain. Regardless the questionnaire and
short group interview is sufficient for a reliable and credible research.

It would have been more beneficial if more cities are covered in the survey;
however, due to limitation of resources this was not possible.

Like any other questionnaire survey, the diligence of the respondent in
answering the questions all the way through, honestly and earnestly is not

in the control of the researcher.

Besides the few limitations mentioned, during the research a number of

difficulties were encountered. Among them are:

a.

There was a small difficulty in approaching respondents, because it
involved explaining to them what the questionnaires was about,
approaching groups where a lot easier and the response was better, meeting
individual respondent meant explaining the aim of the questionnaire in
which in some cases some respondent find the demographic questions
personal and interrogative.

During the compilation of the data collected through the survey, grouping
and classification was abit of a challenge because some of the questions in

the questionnaires were not answered by the respondent.

The result of the survey is generally applicable to the rest of the cities in Nigeria, based

on the fact that the socio economic structures of most of the cities in Nigeria have a

common dynamics besides one or two cities that maybe at the extreme.

1.7 STRUCTURE OF THESIS

This research is structured over seven chapters; including the introduction and all

chapters are interrelated to fulfil the primary objective of this research.



Chapter 1: Introduction- contains a sketch of the research as a whole; it starts
with an introduction highlighting the importance of having alternative means of house
financing. This chapter proposes cooperative as an alternative means for real estate
financing. It further sheds light on the aim and objective of this research, which is
addressing the problem faced by the general masses in Nigeria to secure funds for
housing by exploring the potential of cooperative as a possible alternative and remedy
to the current problem. In addition to that, in this chapter a brief explanation is given
on how the research would be conducted, which is imploring the use of questionnaire
as a survey tool in gathering the relevant information. Further more, in this chapter a
set of questions is generated in which has to be answered through the findings in order
to fulfil the main goal of this research. To sum up the whole chapter a humbling
admission is made to the challenges and limitation faced during the research.

Chapter 2.1: A review on the real estate industry- this chapter reviews the real
estate industry in Nigeria and the rest of the world; particularly highlighting the
availability of affordable housing. Lastly, a discussion on the available sources of
funding for real estate, this part does not only focus on Nigeria but also other relevant
economies around the world.

Chapter 2.2: Review on housing co-operative, house financing and Co-
operative regulatory framework: the main objective of this section is to review the
available housing cooperative in Nigeria.

Chapter 2.3: Islamic home finance- this section highlights the different forms of
Islamic home finance found around the world. This chapter shows the existence of
alternative riba free forms of home financing which are not available in Nigeria yet
and also the reasons why even though it is an alternative but may not currently be the

proposed solution in the Nigerian economy.





