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ABSTRACT 
This theoretical paper examines the housing funding model in use in Nigeria - a 

national housing fund channeled to recipients through primary mortgage institutions 

(PMIs) - and notes its failures over twenty years of operation. The failures are caused 

by problems such as poor contribution to the fund, insufficient number and poor spread 

of primary mortgage institutions, the demand for collateral securities, low affordability 

limits of prospective borrowers, and lack of access by many PMIs to the housing fund 

(with the result that many PMIs are unable to profitably give out loans at low rates of 

interest). The paper noted the usefulness of drawing from global models in the search 

for more effective housing fund modeling. The paper accordingly examined successful 

housing fund models in China. Drawing from these experiences, the paper suggested a 

number of improvements to Nigeria's model including: a decentralization of Nigeria's 

present national housing fund arrangement to one than encompasses national, state and 

local governments, the permission of private non-profit funds, and the discontinuation 

with the use of primary mortgage banks for the disbursement of the housing funds in 

favor of disbursement through employers of labour . 
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 INTRODUCTION 
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In many developing countries of the world, the typical accommodation is often 

substandard and is rental rather than owner occupied. More premium houses and house 

ownership structures are usually unaffordable for medium to low-income earners. The 

effectiveness of demand for more standard housing (especially for owner-occupier 

units) increases as the economy of a country improves and living conditions improve. 

Yet even in the prosperous economies of developed countries, it is still necessary to 

assist the poorer sections of the populace to own their own houses through a deliberate 

policy of channeling of resources in their direction. The acquisition and employment of 

funds for relieving and reducing substandard housing and for encouraging owner 

occupied housing among the medium to low income earners is one of the main aims of 

every progressive government, notwithstanding the standard of living and 

notwithstanding the ideological leaning. Cross country experience has shown that house 

funding, properly channeled, does make a 

Substantial improvement in the housing situation of the urban poor. 

Housing funds (which we define as funds for the facilitation of homeownership, the 

facilitation of rental payments or the rehabilitation of old houses) are one of the most 

prominent housing solutions adopted the world over. There are however marked cross-

country dissimilarities in the way the funds are organized and managed, though 

generally, in all countries, the priority of the funds is usually focused on the poorer 

sections of society (low and medium income earners). Across the world, the 

management of such funds have tended to vary between public management, private 

handling or a mixture of the two. The degree of variation has tended to depend on 

whether the country is a socialist, capitalist or mixed economy. 

Cross-country implementation of the housing funds has however evinced varying 

degrees of success, with regard to both income generation and effective fund  
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disbursement. The situation in Nigeria is examined as a case study of an emerging 

country with limited success in its housing fund experimentation. The housing fund 

experiment in Nigeria was inaugurated in 1991. With nineteen years of existence, the 
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fund has not made sufficiently appreciable impact in facilitating homeownership, 

tenancy or better accommodation. When it was launched, it was thought that the 

housing fund and the fund disbursement instrument (primary mortgage banks) would 

provide the key to reforming Nigeria's housing provision mechanism both in rural and 

urban areas. Today however, the anticipated recipients of the fund complain that they do 

not have access to the fund, and the fund administrators themselves (initially the Federal 

Mortgage Bank and now the Central Bank), complain that anticipated donors to the fund 

are not forthcoming. At the level of housing fund disbursement (the mortgage banks), 

the demand for collateral security makes the fund inaccessible to priority targets of the 

fund the low and medium income earners. Such inadequacies have led to recent calls by 

the Nigerian Labour Congress for the withdrawal of workers from mandatory 

contributions to the Housing Fund. 

In contrast to this situation, we note that some ideologically dissimilar countries, 

particularly  China, have had significant levels of success in her respective housing 

fund model implementations relative to the situation in Nigeria. This may of course be 

because the economic, institutional and legal environment where Chinese funds operate 

is more conducive. Even if this is the case, it is envisaged that their successful 

implementation must contain basic success ingredients, and that it should be possible to 

glean these basic success factors from an study of their organization and management. 

Accordingly, the paper aims at examining and drawing lessons from cross country 

experiences of successful implementation in the hope that Nigeria's housing fund 

experiment can be improved and made more effective. Such a study is naturally 

justified on the grounds of the need to ensure that through a better implemented housing 

fund, low income Nigerian citizens can have better and more affordable housing. 

Nigeria is a mixed economy. Accordingly, the author is of the opinion that to derive a 

balanced understanding of successful fund implementation in countries that had been 

more successful in funding home ownership schemes, the methodology should draw  
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from both socialist and capitalist experiences. For that reason, the paper is structured to 

first examine Nigeria's peculiar housing provision situation and the country's attempts 
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hitherto to counter these problems with a housing fund. Next, the paper looks into 

features and success factors of the housing fund model in a socialist country with 

Successful implementation (China), with the intention of drawing success factors. 

Based on gleanings from these countries, the paper conceptualizes a model for more 

successful fund implementation in Nigeria. 

NIGERIA'S HOUSING PROBLEMS AND THE SUBSISTING NATIONAL 

HOUSING FUND MODEL. 

With an estimated population of over 140 million people, and 774 local governments, 

Nigeria is the most populous Black Country in Africa and indeed the whole world. Most 

of this population has been concentrating in urban areas as a result of a rapid rate of 

migration from rural areas. The number of people living in Nigeria's towns and cities 

was expected to be 150 million in 2019. Largely due to the rapid urbanization, there has 

been a situation of demand seriously exceeding supply of rental accommodation, 

manifested in overcrowding, and high rental values. 

The situation of owner occupied housing is worse. According to the National Rolling 

Plan (NRP) the national housing requirement is between 500,000 and 600,000 units 

considering the prevailing occupancy ratio of between three and four persons per room. 

If this estimated annual requirement is to be provided at an average of N1,500,000 per 

unit (rather conservative), the costs would be enormous and indeed unrealizable. The 

cost of providing housing alone would be between N750 Trillion and N900 Trillion 

excluding the cost of infrastructural development (Ajanlekoko, 2001). 

The Government of Nigeria recognized that at the centre of the lagging home ownership 

issue is the non-availability of low interest mortgage credit facilities. In response to the 

growing house rental/ownership problems for the urban poor, the National Housing 

Fund (NHF) was launched in 1991, with the objective of ensuring continuous flow of 

low interest financial resources into housing development. The statutory backings for 

the existing arrangement of the housing finance system under the National Housing  

LAJAST: Journal of Environmental Sciences 

ISSN: 2545 -5605 (online) 

Vol. 3 Number 1, August, 2020  

www.asuplafia.org.ng/journal 

http://www.asuplafia.org.ng/journal


38 | P a g e  
 

Policy were the Mortgage Institutions Decree No. 53 of 1989; the National Housing 

Fund Decree No. 3 of 1992; and the Federal Mortgage Bank of Nigeria Decree No. 82 

of 1993. Nigeria's Federal Mortgage Bank was initially charged with the responsibility 

of managing and administering the National Housing Fund by Decree 82 of 1993. 

Among other functions, it was to collect, manage and administer contributions to the 

National housing fund from registered individuals and companies. The FMBN could 

however only disburse the proceeds of the NHF through PMIs licensed to do so. 

Prospective borrowers, who had to be contributors to the fund, made loan applications 

to the PMIs which in turn resorted to the NHF for funds through the FMBN. The PMIs 

had to be participants in the loan making to the tune of 20 per cent. The FMBN later 

ceded the supervisory role over PMIs to the Central Bank of Nigeria in 1997. 

With regard to the contribution to the fund, workers earning above N 3,000 per annum 

were required to save 2.5% of their monthly income into the NHF. As at 2006, 287 

primary mortgage institutions had been accredited to access the NHF facility. 

(Akinwale, 2002). 

Initially, the fund provided for individual borrowing up to five times the taxable income 

of the loans, subject to a maximum of N80,000 with a repayment period of not more 

than 25 years. This has since been increased first to N 500,000 and then to N 1.5 million 

(Okewole & Aribigbola, 2006). Nigeria's revised Housing Policy in 2002 increased the 

maximum loan to N5 million and the repayment period for NHF housing loans from 25 

years to between 25 and 30 years depending on the age and income of the loan taker. 

The loan repayment period for developers was increased to 24 months. In addition, 

interest rates charged on NHF loans to PMIs were reduced from 5 per cent to 4 per cent, 

while loan lending rates for potential mortgagees were reduced from 9 per cent to 6 per 

cent. 

There have however been various problems with the implementation of Nigeria's 

housing fund described above. The fund and its PMI instrument has fallen far short of 

its goal of providing housing for all by the year 2000. The failure continues even ten 

years after (2010). Various reasons have been adduced for the failure. 
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The first reason has to do with the contribution to the fund. Contributors to the fund 

were meant to be employees in the private and public sectors, banks and insurance 

companies. However, over 60% of contributions emanated from employees in the 

public sector alone, including the educational sector. Their collective contribution was 

only about N 2.073 billion as at January 1998. There has been a pronounced and 

continuous absence of and reluctance to contribute to the Fund on the part of private 

sector companies and the financial sector companies (banks and insurance companies). 

Bello (2008) estimates the number of workers in the private sector who are not 

registered and who are not making any contribution to the fund at N 9 million. 

Another problem had to do with affordability limits for accessing the national housing 

fund. Regrettably, income in Nigeria ranks among the lowest in the world. A study by 

Ojo (2004) demonstrated that due to low incomes, it would take over 25 years for the 

typical contributor to repay housing loans. Moreover, Okewole and Aribigbola (2006) 

demonstrate that 20 per cent of the income of public sector workers on grade levels 1 to 

12, spread over 30 years is not enough to meet the cost of loan repayment. A related 

problem has to do with access to the fund. The laws governing the Fund limit loan 

beneficiaries to those who contribute to the fund. As was earlier mentioned, the majority 

(over 60 per cent) of those who contribute to the Fund are public sector workers. 

Unfortunately, a significant percentage of such public sector workers do not have 

salaries that are high enough to cope with loan amortization and cannot therefore afford 

to take loans from the fund. 

Third, the PMIs do not find it profitable to give out housing loans. Under the National 

Housing Fund, it is provided that for services rendered in granting loans to mortgage 

applicants, PMIs may charge no more than 0.5% of the loan value ((FMBN, 1998). This 

charge excludes the costs of stamping, registration and other statutory fees. The 

corresponding service charge payable by a PMI to FMBN is set at a maximum of 0.25% 

of the total loan from the Fund. A study by Akinwale (2002) discovered that PMIs are 

finding the profit rate of 0.5% on the loan value payable by loan applicants insufficient 

to justify the quantum of services they render, as a result of which they are clamoring  
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for an upward review of the rate. The non-profitability has dampened the enthusiasm for 

mortgage lending by PMI operators. 

Fourth, the aspirations of prospective borrowers are hampered and frustrated by the 

insufficient number of PMIs accredited to receive the NHF facility and their poor 

geographical spread. As earlier stated, the fund can only be accessed and disbursed 

through PMIs (Akinwale, 2002). However, not all the PMIs are accredited to access the 

NHF facility. Only 46 PMIs were accredited as at 2000. Moreover, even the accredited 

PMIs are concentrated mostly in the southwest of Nigeria. For example, as at 2006, of 

the 287 licensed PMIs, 231 (that is, 81 per cent) were located in only one southwestern 

metropolis Lagos (the commercial capital of Nigeria). Currently, twenty two of 

Nigeria's thirty six states are without any of the PMIs accredited to access the NHF 

facility. 

Fifth, from the records of the Federal Mortgage Bank, more than eighty per cent of 

applicants habitually desire to use housing funds to acquire more than one unit of 

accommodation. This has led to requests for very high amounts of funds, which the 

applicants usually are almost invariably unable to pay. 

Sixth, is the issue of collateral security; this is a major problem in housing fund 

disbursement in Nigeria. The problem has been that PMIs demand collateral securities 

for mortgage loans, which the average low/medium income earner in Nigeria is unable 

to provide. 

The cumulative effect of all these problems is that the housing fund impacts on less than 

ten per cent of Nigeria's population. The recent demands by Nigeria's Labour Congress 

(the NLC)' for a discontinuation of the mandatory deductions from workers salaries for 

the fund are a reflection of the frustration experienced by the average Nigerian worker 

with the Housing Fund, and the deep rooted desire for radical structural changes in the 

fund modeling and administration. There is a need for papers which would 

conceptualize needed changes. This paper attempts to do this, and in this regard, the 

usefulness of drawing from international experiences in the search for more effective 

housing fund modeling is found necessary. 
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LESSONS FROM SELECTED SUCCESSFUL INTERNATIONAL 

EXPERIENCES 

The attempt in this section is to examine and draw lessons from the more successful 

fund models in a welfare oriented largely socialist country - China. 

 A SOCIALIST COUNTRY -THE CHINA MODEL 

China's housing fund model (termed the Public Housing Fund or PHF) is almost twenty 

years old, having been established in 1991. The PHF was designed to help China's 

medium and low-income earners to buy or repair houses. It involves contributory 

deposits by State organizations, state- owned enterprises, urban collective enterprises, 

foreign investment enterprises, urban private and other ownership enterprises, 

institutions and individual employees (Buttimer et. al, 2004). Being a somewhat 

socialist country, the fund is centrally administered, with the funds lodged in the 

Peoples Bank and generally supervised nationally by China's Ministry of Construction. 

There is also a local level supervision, and each city has housing fund management 

committees. 

Public and private employees are required to contribute 5 to 12 percent of their salaries 

to the fund, with their employers (state owned enterprises and privately owned 

companies) contributing the same amount (Guoa et. al., 2008). The 5 to 12 percent rate 

has subsequently been revised by the city housing fund management committees. For 

example, in 2008, the city of Beijing revised the rate to a single rate - 12% for 

employers and employees (China Centre for Labour and Environment, 2008). The 

annual interest rate for loans with a maturity of five years or less has also been revised 

in May 2006 from 0.18 per cent by 3.96 percent to 4.14 percent. Mortgage loans with a 

maturity of more than five years were revised from an annual interest rate of 4.41 

percent to 4.59 percent. 

Internet and Journal reports indicate that the China model has been a success. By 1996, 

33,628 work units (firms) with 4.63 million workers (i.e. 98 per cent of the total labour 

force) joined the Housing Provident Fund, which had raised about 10 billion yuan that 

year (Zhang, 2000). The official website of that nation (www.china.org.cn) reports that  

http://www.china.org.cn/
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by the end of 1998, the system had been adopted in 668 cities across China, with the 

total amount of money accumulated reaching 123 billion yuan (US$14.8 billion). By 

2000, Liang Xiaoqing, Deputy Director of the Housing Industrialization Promotion 

Center under the Ministry of Construction, reported on the Internet that the number of 

employees participating in the public housing fund system had reached 69 million and 

some 140. 9 billion yuan has been collected. Three years later, (by December, 2003), 

China's public housing fund had amassed 501.6 billion yuan (60.1 billion US dollars). 

China's Minister of Construction Wang Guangtao was reported as saying that by the end 

of September, 154.9 billion yuan (18.7 billion dollars) had been used by Chinese 

workers and pensioners, with 207.5 billion yuan (25.1 billion dollars) of loans awarded, 

helping 2.76 million families to buy houses. 

We note that there is some similarity in the fund models of China and Nigeria. Both are 

centrally organized and both involve mandatory contributions from workers and 

employers in the public and private sectors. We note however that while the Nigerian 

experiment has generally been less than successful, the China experience has been 

relatively very successful. On reflection, a number of success ingredients can be 

gleaned from the China experience. 

First is the organizational set up of the China model. Article 8 of Order No. 262 of the 

State Council of the People Republic of China (1999) specifies a localized housing fund 

management committee composed of leading members of the people government, the 

leading members of the finance, construction and other relevant departments, 

representatives of the trade unions, and experts as the decision making organization for 

the housing fund management in the cities. This is in contrast to the position in Nigeria 

where the management of the fund is nationally in the hands of the Federal Mortgage 

Bank (and more recently in the hands of the Central Bank). The Nigerian arrangement 

is not sufficiently localized as is the case in China. The inadequate local involvement is 

compounded by inadequate representation of trade unions and other stakeholders as in 

the China model. These are some of the reasons that Nigeria's labour union (the 

Nigerian Labor Congress) has been threatening to jettison the fund. The use of China 

type city housing fund management committees with adequate stakeholder  
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representation would be a useful ingredient for improving the local acceptability of the 

Nigerian model. 

Second, there is no intervening primary mortgage bank in the disbursement of the fund 

in China. Rather, funds are made available through employers of labour. In contrast, in 

the Nigerian experiment, the proceeds of the fund are made available to the primary 

mortgage banks, which is often a stumbling block because many of the PMIs are not 

accredited to receive proceeds from the fund, cannot operate profitably and are not 

spread across the country. Several Nigerian PMIs complain that they never receive any 

part of the Housing fund, which means they have to access their funds from other - high 

interest sources. It is impossible for such PMIs to source funds at high interest rates and 

lend out such money at low, long term rates. Moreover, there is an inadequate 

geographical spread in Nigeria's use of PMIs since the PMIs find it more profitable to 

operate in big commercial cities like Lagos. The relative success of the China 

experiment suggests that the primary mortgage banks might be an unnecessary 

bottleneck in the process of making housing funds available to the general populace. 

Rather, loan amortization repayments can be deducted directly from salaries as is the 

case in China. 

There is the issue of Nigerian private sector employers and employees refusing to make 

monthly contributions to the fund. China has a similar requirement for private 

companies to make fund contributions, but they have been much more successful in 

enforcing payment with almost 100 per cent of employers and employees participating 

mandatorily in the fund as at 1998 (Zhang, 2000). Perhaps the reason for this is that in 

China, registration of all private firms and their employees to the fund is made a 

compulsory part of registration 

process for newly established companies or the processes of companies involved in 

merger, separation, termination, insolvency or bankruptcy. It is also made a 

mandatory process of all paid employment. For example, Article 14 of the 

Regulations on Management of Housing Provident Fund specifies that a newly-

established unit shall undertake the registration of payment and deposit of housing  
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provident fund at the managing center of housing provident fund within 30 days of 

its £ establishment, and shall, on the basis of the verification documents of the 

managing center of housing provident fund, undergo the procedure of opening the 

accounts of housing provident fund for its workers and staff at the commissioned 

bank within 20 days of the registration. What the Nigerian model needs in this 

regard is some instrument for enforcement as well as stiff penalties for non 

compliance. 

Lessons can also be learnt from the China model regarding the issue lack of 

collateral security for mortgage borrowing in Nigeria. In Nigeria, the securing of a 

loan from the housing fund is dependent on some kind of collateral security 

provided to the mortgage banks. In contrast, in China, collateral security is not 

required and, as was mentioned above, amortization repayments are safely 

deducted from salaries. This is of course easier done in China because of the 

centralized semi socialist economy with strict regulation of public and private 

firms. The problem in Nigeria is that PMIs are banks, and banks require some 

security for their loans. However, housing funds should usually be targeted at low 

income earners who usually do not possess property that can serve as collateral 

security. If the goal of ensuring housing development for low income workers is to 

be achieved, then the Nigerian model must dispense with the unnecessary 

bottleneck of collateral security. As is the case with the China model, it should be 

possible to reach an arrangement with private employers for the deduction of the 

amortization proceeds from monthly salaries with the employers underwriting the 

loans. 

RECOMMENDATIONS  

1. Following the China model, Nigeria's housing funds can be greatly boosted with 

the commitment of dedicated public funds by legislation (such as the interest on 

escrow accounts or a real estate transfer tax). National, Local and state 

governments should legislate to dedicate a percentage of yearly public revenue to 

these funds. 
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2. The present unilateral national public fund should be expanded to include housing 

funds at different levels of government (state and local government levels). This 

would achieve a wider spread of the funds and more grassroots involvement. 

3. There should be a discontinuation with the use of primary mortgage institutions as 

dispensers of the fund in Nigeria. Rather, funds for housing should be made 

available through employers of labour and perhaps building societies. In such an 

arrangement, loan amortization repayments can be deducted directly from salaries 

as is done in China and employers of labour/building societies would be made to 

stand security for loans; the discontinuation of use of PMIs will also dispense with 

their bottleneck requirement for collateral security. 

4. Related to point 2 above is that the 3 management of the national housing fund 

Should not be in the hands of the Central Bank alone. The Central Bank could 

supervise the collection and disbursement of the states as is done in the US, but it 

should leave the day to day management to more grassroots state and city 

committees. Such committees should have broad based stakeholder representation 

such as trade unions (and particularly the 

Nigerian Labor Congress), leading members of the finance, construction and other 

relevant government departments. 

5. Collection of contributions to the fund from private and public companies should 

be better handled, following the China model. The China model makes it difficult 

for companies to operate without such companies opening employer/employee 

accounts with the fund and making regular monthly contributions. For example, 

regular monthly contributions to employer/employee accounts should be strictly 

enforced by tying it (making it a prerequisite) to all interactions of public/private 

firms with government like registration of firms, tax clearance, annual balance 

sheet audit, and the processes of companies involved in merger, separation, 

termination, insolvency or bankruptcy. 

6. A substantial percentage (say about forty per cent) of the allocation of the funds at 

state and local government level should be devoted to rental housing rather than 

home ownership. This should take care of the substantial numbers of very low 

income owners who cannot afford the loan repayments for homeownership loans.  
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Another substantial percentage (say about forty per cent) can be devoted to home 

ownership loans. The allocations of the remaining twenty per cent should be made 

flexible enough to permit disbursement to a range of services other than strict rental or 

home ownership loans such as mortgage insurance in place of loans as in the Maryland 

housing fund, housing for those with special needs, homeless prevention services home 

repair for people who are elderly or disabled, and rehabilitation of affordable housing 

etc. 

7. The public monopoly attached to the present national housing fund should be 

broken, so that tax-free nonprofit private sector housing funds can be endowed. 

Faith communities (Churches, Mosques etc), independent charitable organizations, 

businesses, and individuals should be given legal authorization to establish funds 

and raise additional funds for housing, especially with a focus on disadvantaged 

groups. 

It is very much hoped that the housing fund model espoused above would enable public 

policy efforts at housing low income citizens to be much more effective in Nigeria and 

in other developing countries whose housing fund strategies have hitherto experienced 

limited success. 

CONCLUSION  

The paper has examined how a developing country, Nigeria can improve on the 

efficiency of its housing funding by reference to the modus operandi in one country 

that had been more successful in funding home ownership schemes. Lessons have been 

learnt from the consideration of the China models, and this forms the recommendations 

of this paper for future policy improvements in developing countries such as Nigeria. 
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