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Abstract

The failure of the conventional means of funding real estate development is raising
serious concerns in Nigeria. This has necessitated the need for reliable alternative
means of funding real estate investment. Unfortunately, extant studies have shown that
capital market instruments considered to be suitable are still slow and low in their
performance levels in Nigeria. This research, therefore, focuses on identifying
challenges and determining prospects of funding real estate development through
capital market instruments in South-East geopolitical zone of Nigeria. The population
sample of study is 245; comprising of real estate developers, registered estate firm,
primary mortgage and Federal mortgage banks, Nigerian Stock Exchange and Security
and Exchange Commission and selected academia in estate surveying profession in the
study area. The study adopted holistic sampling, with the use of Likert scale
questionnaire and interview schedule. Data were presented in tables, percentages and
bar charts; and analyzed with Test of Proportion using Z-approximation test. The
result quantitatively identifies 7 major challenges considered to be associated with real
estate investment funding in South East Nigeria and highly statistically significant 6
factors determining prospects of the capital market instruments in funding the real
estate development in the study area. Based on these findings, useful
recommendations are made.

Keywords: real estate, housing deficit, capital market instruments, investment funding,
securitization
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1. INTRODUCTION

Investment is classified into two as real estate and financial investments. While
real estate investment is that made on physical assets and services like
buildings, land and others; financial investment is made on financial aspect or
“paper” assets like fixed interest securities, stocks and shares. Real estate
investment itself, therefore, is a form of investment which is popular with
investors seeking capital growth, particularly during inflation period. The
principal sectors of market for this class of investment includes offices, shops,
agricultural properties, factories and warehouses, special and residential
properties (Udechukwu, 2006).

Real estate investment is very essential to socio-economic growth and
development, yet the delivery of optimum and affordable real estate investment
remains a challenge for numerous countries, particularly developing ones like
Nigeria (Nebo et al., 2022). Studies have shown that in the country, several
urban dwellers live in inhuman and informal conditions, while those with
access to formal housing often live at exorbitant cost (Abubakar & Aina, 2019;
Aina, 2018; Ewurum et al., 2020; Odenigbo & Ewurum, 2018).

There is no doubt that the provision of real estate is limited and their
development requires a lot of money which is usually beyond the reach of most
urban dwellers, particularly the low and middle income earners in developing
countries like Nigeria. To worsen the situation, the financial security for real
estate development has been exacerbated by financial institutions’ stringent
stance on lending to real estate developers. The Nigeria real estate developers,
investors and companies traditionally raise capital through bank loans in
contrast to market-oriented economy like US. Thus, the Nigerian real estate
sector is highly underdeveloped. Hence, there is a dire need for innovative
means of funding real estate investment in the country like capital market.
Capital market which is a long term funding measure plays an important role in
this scheme. The capital market is certainly the most robust institution in any
economy, characterized by its capacity to mobilize the funds needed to finance
long-term and productive projects (Okunev, 2000; Wijburg, 2019). The capital
market manages relatively large amounts of capital and is the largest provider
of long-term financing for capital projects such as real estate developments that
are capital intensive. In spite of this, only a limited number of companies in
Nigeria raise funds through the capital market, a model that is recognized
globally for its great potential to raise huge capital (Diala et al, 2021; Okunev,
2000; Wijburg, 2019; Nebo et al, 2022).

Surprisingly, upon all the benefits derivable from the capital market, real estate
developers and investors have not popularized the use of its instruments for
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real estate funding. In an effort to unravel this gap, this study focuses on
assessing the challenges of leveraging on the prospects of capital market
instruments for real estate funding.

Objectives

In assessing the challenges and prospects of real estate development funding
through capital market instruments, the study was guided by the following
objectives:

I. To identify the challenges of funding real estate development through capital
market instruments;

ii. To determine the prospects of funding real estate development using capital
market instruments in the study area;

iii. To recommend strategies for improving real estate development through
capital market instruments in the study area.

Il. AREA OF THE STUDY

The study area is South East, Nigeria. This is one of the six geopolitical regions
in the country. It is made up of five states and their respective capitals are as
follows: Abia State (Umuahia), Anambra (Awka), Ebonyi State (Abakaliki),
Enugu State (Enugu), and Imo State (Owerri). The area is clearly shown in
Figure 1: South East in Geospatial Map of Nigeria, verged borderline with
thick black. The research used three states which were emphasized by
highlighting their administrative capitals as follows:

Abia State — Umuahia, the capital is located along the rail route that lies Port
Harcourt to Umuahia’s south and Enugu city to its north. Umuahia has a
population of 359,230 based on National Population Census (2006).

Anambra State has its capital as Awka. Most of the public estates in Anambra
are located in Awka as the administrative capital while Onitsha is the
commercial heartbeat of the state, and Nnewi is its industrial nerve center.

Enugu State — Enugu City, the Coal City, is the capital of the State. The State
has three geopolitical zones of Enugu East, Enugu North and Enugu West with
their respective identity local government area/town as Nkanu & Isi-Uzo;
Nsukka; Awgu & Ezeagu. The State is cosmopolitan given its former status as
the capital of Eastern Nigeria. It has an estimated land area of about 72.8 Sq.
Kilometers. The population figure for Enugu urban in 2006 stands as 722,664
(NPC, 2006).
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Fig. 1: Geospatial Data of Nigeria, Showing South East Geopolitical Zone,
the Study Area

Source: Geographical Information System Laboratory (2021).
I1l. REVIEW OF RELATED LITERATURE

A skewed sectorial allocation of funds for over two decades from Federal
Office of Statistics (FOS) in 2018, according to yearly budget of Central Bank
of Nigeria (CBN), confirms that the real estate sector in Nigeria is being
starved and needed significant injection of funds. Also, data from mortgage
financing about the same period, even with increase of up t0100%, indicated
that housing stock column showed less commensurate increment and
sometimes even negative growth as shown from International Financial
Statistics and World Bank Development Indicators (IFS& WBDI). The latter
heightens the worrisome state of real estate development in Nigeria and further
strengthens the need to assess capital market instruments option by considering
their challenges and prospects for real estate funding in the country.

A capital market may be defined as a financial market where lenders provide
long-term funds in exchange for financial assets issued by borrowers or traded
by holders of outstanding tradable debt instruments (Tsoukalas et al., 2017).
Capital markets are known institutions that contribute to socio-economic
growth and development of developing and developed economies (Onuora,
2019; Tan and Shafi, 2021). They are made popular by their outstanding role in
the mediation process in these economies (Diala et al., 2021). Capital market
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has been recognized as a viable source of funding both in state and municipal
infrastructure projects by issuance of bond. This is made clearer when one
considers the level of dominance of the capital markets in real estate
development within the past two decades, during which landmark government
bonds were opened in 2013. Specifically, from 2010 to 2023 government
bonds auctioned in the capital market are worth more than N3.36 trillion,
which is equivalent to about 90.2% of the debt issued in 20 years.

There are a number of other instruments in the capital market that can be used
in real estate. These include various instruments such as common stocks, real
estate trust, loan and bond stocks, debentures, government development stocks,
and project bonds (Nebo et al., 2022 and Ezimuo et al., 2014). It was examined
and found remarkable that the utilization of these instruments hold a great
potential for the resurgence of domestic real estate financing in Nigeria. In this
vein, it becomes imperative that adequately assessing these potentials will go a
long way towards resuscitating and advancing the real estate sector and
developing the economy of the country.

In considering these likely benefits, Arunma (2010), More (2019), Raimi and
Uzodinma (2020), and Nebo et al. (2023) identified them as follows:

« Existence of well-functioning money market;
e Presence of a deep, liquid government yield curve;
« Emergence of macro-economic environment;

o Tax framework which can affect the financial viability of different
types of instruments and influence real estate developers’ choices;

o Respect for rule of law and the framework for creditors’ rights;

e Quality of regulation and supervision of capital markets can as well
affect real estate developers’ confidence in the market;

e Implementation of a robust insolvency system that promotes
reorganization of viable enterprises and gives honest entrepreneurs a
second chance of critical relevance to improve real estate developers’
access to finance.

On the side of potentials, the capital market makes investments in the market
very attractive and actually enhances the favourability of this market against
some other alternatives. The capital market has been described by Dozie (1996)
as a place where a nation’s wealth is bought and sold. The market facilitates
the creation of facility to raise funds for investment in long-term assets.
Unfortunately, Nigeria’s capital markets do not effectively play these global
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roles. The potentials available in Nigerian capital markets can be viewed from
three different perspectives, namely, corporate finance benefits, financing
options in the capital markets, and secondary market activities. Such benefits
exist in form of dividends payment, stock split, capital appreciation, long-term
hedge against trends (Akintola, 2018).

Securitization is another interesting aspect, and it widens the horizon of the
world of commercial and mortgage real estate to the public. This results to
more active real estate transactions, increasing sales, income and investment
movement. Securitization obviously helps overcome the intrinsic negative
perception of property as poor inefficient investment medium. According to
Okolie and Anidiobu (2021), there are very significant advantages and benefits
accruable from securitization, and they include the following:

« Provision of good fees to placing agents/dealers in mortgage stocks;
« Reduction of the cost of lending by financial intermediaries;

« Availability of credit due to liquidity;

« Engendering of stable financial system;

o Spread of risk through superior investment mixes and stable returns;
o Enhancement of market delivery;

« Cheaper borrowing cost due to the advantages of economies of scale;

e Low bank failure rate relative to traditional credit because of the
multiple level of scrutiny that securitized credit undergo.

Challenges of accessing property development finance in Nigeria through
conventional means has equally been examined and identified as having five
distinct challenges in funding real estate developments: First, funds from
private equity, retained earnings or profits, accumulated savings or revenue
reserves are small in nature and granted on short term basis thereby making it
grossly inadequate. Second, debt financing is constrained by the long-term
nature of the lender’s own sources of fund. These resources are limited by
regulations that dictate the proportion of total funds that can be lent for real
estate development purposes. Third, there are uncertainties concerning real
estate property titles as evidenced by revocation of rights of occupancy within
the Federal Capital Territory, Abuja, and elsewhere within the Nigerian setting.
Such experiences make certificates of occupancy (C of Os) vulnerable to
litigations. Fourth, the time consuming, cumbersome and high cost of title
registration processes coupled with high interest rate and high equity/debt ratio
conditions demanded from the borrowers do not encourage the use of
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conventional sources of funds for any appreciable real estate development.
Fifth, there are investments with lower risks and higher earnings within shorter
periods (shares and stocks, LPO financing etc) than investments in real estate
development competing for investors’ funds. For this reason, these other
investment vehicles often attract available loanable funds away from real estate
investment opportunities.

Agbola (1998) and Diogu (2004) observed the problem of financial
dependence on propensity to save as one of the challenges of real estate
development finance in Nigeria. This is attributed to the fact that investment in
real estate, like in any other sector, has an opportunity cost. Such cost is the
return on the alternative form of investment and unless the return on property
investment is commensurate with or better than investment in other sectors,
there will be no significant inflow of investible funds to housing. Anota (2008)
agreed that the potentials of the property sector are grossly underdeveloped in
Nigeria. This is due to obvious inherent deficiencies in the property finance
system. Akomolede (2007) identify the absence of thriving and sound
mortgage system as a contributory factor. He opined that Nigerians, both as
property developers or property buyers, do not have any other choice other
than to take loans from commercial banks.

Okereke-Onyiuke (2000) posits that the cheap source of funds from the capital
market remain a critical element in the sustainable development of the
economy. Unfortunately, the critical quest for capital market instrument in
Nigeria is slow and low level unlike in other parts of the world. Besides, extant
literature has done much in terms of examining the potentials of the
instruments, with most of the analyses concluding that the role of the capital
market in meeting the challenges and prospects of funding real estate through
capital market investment leaves much to be desired. This research, aimed at
identifying the challenges and prospects of funding real estate development in
South-East Nigeria through capital market instruments, fills a gap in as well as
adds to the existing literature.

IV. METHODOLOGY

Data analysis method adopted in the research was that of quantitative
technique. Through this approach, the questionnaire generated representative
samples data that generalized the population. The questionnaire was that of
Likert scale coupled with oral face to face interview.

The population of the study comprised real estate investors/developers, estate
surveying valuation firms, primary and federal mortgage bank of Nigeria,
Nigeria stock exchange commission, and selected academia of estate
profession in south-east Nigeria.
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The total population of the study was 245 distributed among the groups as
indicated in Tablel. The population generated from the respective directories
of the respondents.

Table 1: Population Distribution of Sample Groups

S/N | Names of Group Population of Group
1 Real Estate Investors/Developers 70
2 Registered Estate Firms 55
3 Primary and Federal Mortgage Banks 35
4 Nigeria Stock and Security Exchange Commission 40
5 Academia 45
Total Population of Study 245

Source: Research Field Survey, 2022

Response Rate: Out of 245 copies of questionnaire distributed, 200
representing 81.6% copies were correctly filled and returned.

Respondents were given a five-point Likert rating scale (from strongly disagree
to strongly agree) as shown in Table 2 below. Likert rating scale was
developed in 1932 by Rensis Likert to measure attitudes (Likert, 1932). The
typical Likert scale is a 5- or 7-point ordinal scale used by researchers for
respondents to rate the degree to which they agree or disagree with a statement.

Table 2: Likert Scale Used in the Study

Strongly Stronagly
Disagree Agree
1 5

P

Source: Research Field Survey, 2022

Decision Rule

The following decision rules were applied in the research:

o If p<0.01, Test is Highly Significant

o If p<0.05, Test is Significant Reject Null Hypothesis (Ho)

e If p>0.05, Test is NOT Significant  Accept Null Hypothesis (Ho)
Where p is the level of significance.

V. DATA ANALYSES, RESULTS AND DISCUSSIONS

Research Objective 1: To identify the challenges associated with the

development and application of the identified instruments in funding real estate
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development in the study area.

Table 3: Binomial Test of proportion using Z-approximation

Challenges associated with the

Test

development and application of the ~ Category N [(’)Il':)s;;:fi‘tl)n o) Proportion ];:;E:;tllse;g)

identified instruments ) P).

Non-existence of sound macro-  Agree 174 .87 S0 000

economic and policy lframework Disagree 26 13 p <0.01

deters the well-functioning of the Test is Highly

s pment. “Agree” option

Inadequate and inefficient market — Agree 144 72 S0 000

infrastructure for issuing, trading, Disagree 56 28 p <0.01

clearing and settlement discourages Test is Highly

the applicability of the capital 200 1.00 Significant  for

market instrument. Tot: ) “Agree” option

otal

An unstable political environment Agree 162 81 0 000

and non-clarity of tax framework  Disagree 38 19 p <0.01

hinders the proper application of T.ESt. is Highly

capital market instrument. Total 200 1.00 Elgmﬁcant for
Agree” option

The quality of regulation and Agree 176 88 0 000

supervision of capital market affect  Disagree 24 A2 p <0.01

real estate developers confidence to Test is Highly

participate in the market. Total 200 1.00 Significant  for
“Agree” option

Lack of information regarding  Agree 194 97 50 000

capital market instruments, distorted ]

government interest rate and credit ~ Disagree 6 03 ’l{) <0'0.1 Hichl

allocation policy are obstacle to the S:Srtliﬁlcsan ¢ lgfoi’_

use of REITs, securitization, e.t.c in 200 1.00 “f » onfi

the near future. Total gree” option

High share issue cost due to Agree 175 88 50 000

government involvement in the ]

pricing with long and miserable ~ Disagree 25 13 ’l{) <t0 '0.1 Hichl

issuing procedure challenges the S:gsniﬁlcsant lgfo,:’.

application of capital market 200 1.00 “Agree” option

instruments in funding real estate ' g P

development.

Lack of knowledge regarding capital Agree 153 77 50 000

market  instruments,  distorted )

government interest rate and credit ~ Disagree 47 24 {,’ <:]'0,1 Hishl

allocation policy are obstacle to the S:gsniﬁlcsan ¢ lgfo‘:’_

use of REITSs, securitization, etc. in 200 1.00 “Agree” opfi

the near future. Total gree” option

Challenges associated with the development and application of the identified
instruments in funding real estate development in the study area were
determined as the following:

e Non-existence of sound macro-economic and policy framework deters
the well-functioning of the capital market instrument in funding real
estate development; (p=0.87; p<0.01).

e Inadequate and inefficient market infrastructure for issuing, trading,
clearing and settlement discourages the applicability of the capital
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market instrument; (p= 0.72; p<0.01).

e An unstable political environment and non-clarity of tax framework
hinder the proper application of capital market instrument; (p= 0.81;
p<0.01).

o The quality of regulation and supervision of capital market affect real
estate developers’ confidence to participate in the market; (p= 0.88;
p<0.01).

o Lack of information regarding capital market instruments, distorted
government interest rate and credit allocation policy are obstacles to the
use of REITSs, securitization, e.t.c in the near future; (p= 0.97; p<0.01).

e High share issue cost due to government involvement in the pricing
with long and miserable issuing procedure challenges the application of
capital market instruments in funding real estate development; (p=
0.88; p<0.01).

o Lack of knowledge regarding capital market instruments, distorted
government interest rate and credit allocation policy are obstacle to the
use of REITSs, securitization, e.t.c in the near future; (p= 0.77; p<0.01).

These results suggest that the above challenges associated with the
development and application of the identified instruments in funding real estate
development in the study area are highly statistically significant (p<0.01). For
this study, these seven (7) challenges associated with the development and
application of the identified instruments can be adopted with a 99% confidence
in funding real estate development in this study area. We conclude that these
seven (7) factors are the major challenges associated with the development and
application of the identified instruments in funding real estate development in
the study area.

Table 3 above shows the proportion of respondents observed among
respondents that agreed and disagreed for the challenges associated with the
development and application of the identified instruments in funding real estate
development in the study area. It further confirms the assertion that there was a
significant difference in the proportion of respondents observed among
respondents that agreed and disagreed to the various challenges associated with
the development and application of the identified instruments in funding real
estate development in the study area.

Research Objective 2: To determine the prospects of capital market
instruments in funding real estate development.

Table 4: Binomial Test of proportion using Z- approximation
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Observed  Test

.Prospects of capital market Category N Proportion Proportion Exact. Sig.
instruments (2-tailed)
(p)- ).

Capital market enhances Disagree 14 .07 S0 .000
financial stability and Agree 186 .93 p <0.01
reduces vulnerabilities to Test is Highly
exchange rate stocks and Total 200 Significant  for

- . 1.00 .
sudden interruptions of “Agree” option
capital flows.
Capital market instruments Agree 191 .96 S0 .000
create a built in operational ~ Disagree 9 .05 p <0.01
and creational efficiency Test is Highly
within the financial system Significant  for
to ensure that resources are 200 1.00 “Agree” option
optimally utilized at Total
relatively little cost.
Capital market instruments ~ Agree 191 .96 S0 .000
provides diversification Disagree 9 .05 p <0.01
opportunities unto all types Test is Highly
of real estate development in Significant  for
various geographical 200 1.00 “Agree” option
locations within and outside ~ Total
a particular country.
Capital market instruments Disagree 36 .18 S0 .000
failure rate is low relativeto ~ Agree 164 .82 p <0.01
traditional credit because of Test is Highly
the multiple level of scrutiny 200 1.00 Significant  for
it undergo. Total “Agree” option
Capital market instruments Agree 197 .99 S50 .000
opens a wider range of real ~ Disagree 3 .02 p <0.01
estate investment Test is Highly
opportunities and enable Significant  for
developers to spread risk 200 1.00 “Agree” option
through a tax neutral Total
vehicles.
The development of Capital ~ Agree 178 .89 S0 .000
market instruments will Disagree 22 .11 p <0.01
promote the creation of Test is Highly
alternative source of funding 200 1.00 Significant  for
real estate developmentin ~ Total ’ “Agree” option
Nigeria.

To determine the prospects of capital market instruments in funding real estate
development, a binomial Test of proportion using Z- approximation was
conducted. Given data from a five point Likert scales reduced to the nominal
level by combining all agree and disagree responses into two categories of
“Agree” and “Disagree”, a binomial Test of proportion using Z- approximation
was calculated as shown in Table 4. The results of this test indicated that there
was a highly statistically significant difference (p<0.01) in the proportion of
respondents observed among respondents that agreed and disagreed for the
various prospects of capital market instruments in funding real estate
development. The major prospects of capital market instruments in funding
real estate development are stated below:

o Capital market enhances financial stability and reduces vulnerabilities
to exchange rate stocks and sudden interruptions of capital flows; (p=
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0.93; p<0.01).

Capital market instruments create a built in operational and creational
efficiency within the financial system to ensure that resources are
optimally utilized at relatively little cost; (p= 0.96; p<0.01).

Capital market instruments provide diversification opportunities unto
all types of real estate development in various geographical locations
within and outside a particular country; (p= 0.96; p<0.01).

Capital market instruments failure rate is low relative to traditional
credit because of the multiple level of scrutiny it undergo; (p= 0.82;
p<0.01).

Capital market instruments open a wider range of real estate investment
opportunities and enable developers to spread risk through a tax neutral
vehicles; (p=0.99; p<0.01).

The development of Capital market instruments will promote the
creation of alternative source of funding real estate development in

Nigeria; (p= 0.89; p<0.01).

These results suggest that the above prospects of capital market instruments in
funding real estate development are highly statistically significant (p<0.01).
For this study, these six (6) prospects of capital market instruments can be
adopted with a 99% confidence in funding real estate development. We
conclude that these six (6) factors are the major prospects of capital market
instruments in funding real estate development in the study area.

Prospecis of Capital Market Ingiruments

m Strongly DisAgree (SD)

] DisAgree (D)
The development of Capital market instruments will promote the y .
creation of alternative source of funding real estate development in /!247 Undecided (UD)
Nigeria. Agree (A)
Capital market instruments opens a wider range of real estate ' = Strongly Agree (SA)
investment opportunities and enable developers (o spread risk | 3 245 ) 74
through a tax neutral vehicles. l
Capital market instruments failure rate is low relative to traditional ) 47.5
credit because of the multiple level of scrutiny it undergo. S4.5
Capital market instruments provides diversification opportunities !
unto all types of real estate development in various geographical ] 14 = 315
locations within and outside a particular country. B '
Capital market instruments create a built in operational and
creational efficiency within the financial system to ensure that 27.5 ) 68
resources are optimally utilized at relatively little cost. ‘L
Capital market enhances financial stability and reduces
vulnerabilities to exchange rate stocks and sudden interruptions of —1—| 50
capital flows. 4
0 50 100
Percentage

Figure 2: Prospects of Capital Market Instruments in Funding Real Estate

Source: Research Field Survey, 2022
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Figure 2 above shows the proportion (%) of respondents observed among
respondents that agreed and disagreed for the various prospects of capital
market instruments in funding real estate development in the study area. It
further confirms the assertion that there was a significant difference in the
proportion of respondents observed among respondents that agreed and
disagreed for the various prospects of capital market instruments in funding
real estate development in the study area.

VI. CONCLUSION

The study quantitatively identifies 7 major challenges considered to be
associated with the capital market instruments in funding real estate
investment. The challenges notwithstanding, the research concludes that
prospects of capital market instruments in funding real estate development are
highly statistically significant; with 6 factors determining the prospects of
capital market instruments for funding real estate development in the study
area.

VII. RECOMMENDATIONS
Based on the research findings, the following are recommended:

1. Capital market instruments should be made popular and more relevant
through (a) public enlightenment; (b) upgrading its overall corporate
performance; and (c) review of relevant laws governing capital market
instruments in Nigeria.

2. A more functional regulatory environment should be created with adequate
safeguards to protect the investors and other participants.

3. Government policies on capital market investment should be flexible and
liberal for real estate developers and investors.

4. Real estate developers should create alliance/synergy for their effective
operation and more recognition/trust to access more fund; and to have
enhanced effective property delivery in Nigeria.
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