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INTRODUCTION

Housing is a foundational human need but remains out of
reach for many Nigerians. The country’s housing deficit,
estimated most recently at 28 million units? continues to rise
and studies indicate that over 72 million Nigerians either lack
proper shelter or live in substandard, overcrowded
conditions2. Fewer than 5 percent of citizens can purchase
homes outright, and approximately 93 per cent of available
mortgage loans are accessed only by middle- and upper-
income earners, leaving most low-income individuals

excluded from formal housing finance3.

Despite successive policy initiatives, the lack of affordable
and sustainable financing is a central impediment to closing
the housing gap. It is against this backdrop that Islamic
finance serves as an ethical and commercially viable
alternative, rooted in Shari'ah principles that prohibit riba
(interest) and operates on asset-based, risk-sharing structure,

rather than debt.

In this Newsletter, we explore how Shari'ah-compliant
financing models can serve as a sustainable alternative to
conventional mortgages in Nigeria. We also review the
structure of these Shari'ah compliant models, while
highlighting implementation challenges and drawing lessons
from international best practices. Finally, we conclude with
policy and market recommendations to expand access to

affordable, ethical, and inclusive home financing in Nigeria.
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Islamic housing finance is typically delivered through three
(3) principal structures: (x) Musharakah Mutanagisah; (y)
ljarah; and (z) Murabaha.

This is a co-ownership arrangement between the homebuyer
and the Islamic financier, where both parties jointly acquire
the property. The homebuyer makes a down payment, and the
financier contributes the balance of the purchase price with
both parties initially holding defined ownership shares.
Thereafter, the property is leased to the homebuyer, who pays

rent for use.

The Musharakah Mutanagisah model combines equity
participation with gradual buyout, such that while at inception,
the ownership stake may be an 80:20 ratio as between the
financier and the homebuyer respectively, over the financing
period, the homebuyer gradually purchases the financier's
equity share through periodic payments, thereby increasing

its ownership stake until full ownership transfers.

This model embodies risk sharing and alignment of interests
but requires careful documentation and clear allocation of
responsibilities for maintenance, insurance, and property

management. At the conclusion of the arrangement, full

1. Business Day, ‘Housing Deficit: Here are fresh insights on facts behind the figures’ < Housing deficit. Here are fresh insights on facts behind the figures - Businessday NG >

accessed 12 November, 2025.

2. Aminat Ajetunmobi & Norhazlina Ibrahim, ‘Islamic Home Financing in Nigeria’(2016) 12(4) Journal of Islamic Economics, Banking and Finance < Islamic Home Fhancing in

Nigeria > accessed 01 Decem ber, 2025
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ownership of the property is transferred to the homebuyer,
marking the completion of the Musharakah Mutanagisah

contract.4

Under ljarah, the financier acquires the property and leases it
to the homebuyer for a fixed rent. Ownership transfers to the
buyer either progressively or at the end of the lease term,
pursuant to an agreed mechanism. The purchase price of the
property may be determined through mutual agreement at a
nominal value, based on the prevailing marketing rate at the

time of transfer, or by a pre-defined calculation method. 5

This form of financing is comparable to the Musharakah
Mutanaqisah, as full ownership eventually vests in the buyer

once all rental and purchase obligations have been fulfilled.

In a Murabaha transaction, the financier purchases the
property and resells it to the buyer at an agreed marked-up
price that includes a profit margin for the financier. The buyer
repays either in instalments or as a lump sum, depending on
the terms of the contract, with all costs and profit margins

stated at inception for transparency.

Under this model, termination of the underlying agreement is
by mutual consent of both parties except the Murabaha
contract contains provisions that gives one party the right to
terminate in stipulated circumstances. However, such
termination does not extinguish the purchaser's payment
obligations, and all outstanding amounts under the Murabaha

remain fully due and payable. The fixed nature of the profit
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allows both parties to know the payment schedule in advance,
ensuring compliance with Shari'ah principles by avoiding riba
(interest). For example, a bank may purchase a house for N10
million and sell it to the buyer for N12 million, with repayment

spread over 20 years.

COMPARING THE ISLAMIC HOUSING FINANCE
MODELS

Each model presents distinct considerations regarding risk
allocation, documentation, operational complexity and
consumer experience. For instance, Murabaha transactions
are categorised as relatively easy to structure and administer,
making them popular among Islamic financial institutions.®
However, they have also been criticised for closely
interest-based loans  since

resembling  conventional

repayment terms often mimor those of traditional mortgages.
7

Musharakah Mutanaqisah is considered a more equitable
arrangement because it embodies genuine risk-and profit-
sharing between the financier and the homebuyer. Despite
this strength, it presents practical challenges, including
complex legal documentation as a result of multiple contracts
required to establish joint ownership, lease the house to the
homebuyer and govern the diminishing equity arrangement,
co-ownership management, and potential disputes over

maintenance and insurance obligations. 8

For ljarah, this is conceptually more straightforward and
provides predictable rental structure. However, there is the
potential for delay of full ownership until the lease term ends,
limiting the homebuyer’s control over the property during the

financing period?.

In practice, Islamic banks worldwide tend to adopt a hybrid
approach. To illustrate, Malaysian financial institutions
initially introduced Musharakah Mutanagisah in 2006 as a
pioneering Islamic home financing product. Yet, many years
later, these institutions shifted back to simpler instruments
such as commodity Murabaha or ljarah, primarily due to
regulatory, legal, and operational complexities associated

with equity-based structures.1®

4. Yustiardhi, A. F.; Aulia, M. and Permatasari, R. 0. (2019), “Islamic Contracts for Home Financing: A Com parative Analysis”, International Journal of Management and Applied
Research, Vol. 6, No. 4, pp. 386-396 < Islamic Contracts for Home Financing: A Comparative Analysis | Yustiardhi | Intemational Journal of Management and Applied Research

>accessed 12 Novem ber, 2025.

5. Ibid.

6. Investopedia, Murabaha: Definition, Example, and Financing UnderIslamic Law’ < Murabaha: Definition, Example, and Financing Under Islamic Law >accessed 13 November,
2025.

7. Yustiardhi, A. F., Aulia, M. and Permatasari, R. 0. (2019), “Islamic Contracts for Home Financing: A Com parative Analysis”, International Journal of Management and Applied

Research, Vol. 6, No. 4, pp. 386-396 < Islamic Contracts for Home Financing: A Comparative Analysis | Yustiardhi | Intemational Journal of Management and Applied Research

>accessed 12 Novem ber, 2025.
8. Ibid.

9. Guidance Residential, ‘The Three Islamic Home Finance Models — Musharaka, Murabaha, ljara < The Three Islamic Home Finance Models — Musharaka, Murabaha, ljara -

Blog | Guidance Residential | Islamic Home Financing > accessed 12 November, 2025.

10. Subky, K. H., Liu, J. Y., Abdullah, M., Farhan Mokhtar, Z. and Faizrakhman, A. (2017), “The Implication of Musharakah Mutanagisah in Malaysian Islamic Banking Arena: A
Perspective on Legal Documentation”, International Journal of Management and Applied Research, Vol. 4, No. 1, pp. 17-30 < The Implication of Musharakah Mutanaqgisah in
Malaysian Islamic Banking Arena: A Perspective on Legal Documentation | Subky [ Intemational journal of managementand applied research > accessed 13 November, 2025.
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THE NIGERIAN LANDSCAPE: EARLY-STAGE MARKET
WITH SIGNIFICANT POTENTIAL

Nigeria hosts one of the world’s largest Muslim populations in
the world", yet Shari'ah-compliant housing finance remains
nascent. For years, formal offerings were limited, with a small
number of non-interest financial institutions serving a narrow

segment of demand.

The underdevelopment of the entire housing sector stems
from a number of factors which are also visible with
conventional house finance and mortgages'. Generally,
mortgage penetration is low, and studies indicate that fewer
than 50,000 registered mortgages exist in a country of over
200 million people3. Further, perfection of mortgages as well
as enforcement procedures (e.g. foreclosure) are sometimes
costly, time-consuming and complex, all of which may
disincentivise market participation. Islamic financial
institutions, which often rely on lease based or beneficial
ownership structures, face added operational challenges
when disputes arise. Although these structures avoid
interest and comply with Shari'ah requirements, they can
complicate property recovery and enforcement. when
disputes arise.1* Although these structures avoid interest and
comply with Shari'ah requirements, they can complicate

property recovery and enforcement.

The regulatory and institutional environment is, however,
gradually improving. In addition to the recognition of non-
interest finance by the Central Bank of Nigeria through the
issuance of guidelines?s to regulate the sector, the Securities
and Exchange Commission and the Federal Mortgage Bank of
Nigeria have announced a strategic collaboration to develop a

robust non-interest mortgage ecosystem?16.

Progress is also being made in the wider mortgage market.
The Nigerian Mortgage Refinance Company has championed
structural reforms through its Model Mortgage and
Foreclosure Law. The pumpose of this legislation is to simplify

mortgage creation, accelerate registration and introduce
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clearer foreclosure procedures.”” However, as of this year,
only four (4) states have enacted the law8, with other sates

expected to follow suit.

Although some of these reforms do not target Islamic finance
directly, they help build the supportive legal and institutional
environment that Islamic housing finance requires to expand.
Efficient title registration and foreclosure processes, and
improved access to long-term funds are essential for the
growth of Shari'ah compliant home financing. Overall, while
the Islamic housing finance market is still early-stage, the
foundation for growth is steadily forming, as awareness
increases, regulatory frameworks mature and institutions

expand product offerings.

LESSONS FROM ADVANCED JURISDICTIONS

Experience from countries such as Malaysia, the United

Kingdom, the Gulf States, Indonesia and Pakistan
demonstrates that Shari'ah-compliant housing finance can
thrive when supported by clear regulation, standardised

contracts and an enabling ecosystem.

Malaysia offers perhaps the most instructive example. It
developed one of the world’'s most sophisticated Islamic
finance industries and introduced Islamic housing schemes
as early as the 1980s. Malaysian banks initially relied on Bai
Bithaman Ajil (BBA), a deferred payment sale, because it was
easy to structure and required limited legal reform. By 2006,
institutions such as Kuwait Finance House introduced equity-
based Musharakah Mutanaqgisah partnerships, which allowed
a more balanced sharing of ownership and risk. However,
many banks later shifted to simpler products such as
Murabaha and ljarah.”® This adjustment was driven by
concerns about legal complexity, documentation burdens and
difficulties in managing co-ownership relationships. Although
the product mix evolved, Malaysia demonstrates that Islamic
and conventional mortgage products can operate side by side

within the same financial system. This success is rooted in

11.  Aminat Ajetunmobi & Norhazlina Ibrahim, ‘Islamic Home Financing in Nigeria’(2016) 12(4) Journal of Islamic Economics, Banking and Finance < Islamic Home Fhancing in

Nigeria > accessed 12 November, 2025.
Lotus Capital Halal Investments, egal Reforms Set to Boostthe Market for Islamic Mortgages’< Legal reforms set to boostthe market for Islamic mortgages — LOTUS

These include the Comporate Governance Guidelines for Commercial, Merchant, Non-Interest and Payment Service Banks 2023 and the Revised Guidelines forthe Operation

Lotus Capital Halal Investments, Legal Reforms Set to Boostthe Market for Islamic Mortgages’< Legal reforms set to boostthe market for Islamic mortgages - LOTUS
The Guardian, Housing: How Non-Adoption of Foreclosure Law Stifles Mortgage Investments’ < Housing: How nonradoption of foreclosure law stifles mortgage investments
Subky, K. H., Liu, J. Y., Abdullah, M., Farhan Mokhtar, Z. and Faizrakhman, A. (2017), “The Implication of Musharakah Mutanaqisah in Malaysian Islamic Banking Arena: A

Perspective on Legal Documentation”, International Journal of Management and Applied Research, Vol. 4, No. 1, pp. 17-30 < The Implication of Musharakah Mutanagisah in
Malaysian Islamic Banking Arena: A Perspective on Legal Documentation | Subky | Intemational journal of managementand applied research > accessed 13 November, 2025.

12.

Capital Limited > accessed 12 November, 2025.
13, https://housingfinanceafrica.org/wp-content/uploads/2025/01/V 20-Nigeria-Final.pdf
14.  Ibid.
15.

of Non-Interest Financial Institutions’ Instruments by the CBN 2022 amongst others.
16.  https://thewhistler.ng/sec-fmbn-partner-on-non-interes tmortgage-framework/amp/
17.

Capital Limited > accessed 12 November, 2025.
18.

>accessed 13 Novem ber, 2025.
19.
20. The Central Bank of Malaysia
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strong regulatory oversight by Bank Negara Malaysia??, the
use of standardised Shari'ah contracts and a well-developed

secondary mortgage market.

The experience of the United Kingdom offers a different but

equally useful perspective. Shari'ah-compliant home
purchase plans are available from various lenders and are
open to all buyers, regardless of religious orientation.2! The
three models of ljarah, Murabaha and Musharaka Mutanaqgisah
are all recognised as legitimate mortgage alternatives in the
jurisdiction. Each arrangement follows a clearly defined
structure that aligns with consumer-protection requirements
and property law. These programmes in the UK show that
Islamic housing finance can be seamlessly integrated into a
mature housing market where legal clarity, transparent

pricing and regulatory support are guaranteed.2?

Other Muslim-majority countries also provide relevant
lessons. In the Gulf States??, Islamic financing is the default
approach because interest-based lending is restricted. Banks
in these regions typically use ljarah and Musharaka
structures for residential property, and governments support
the mortgage market through subsidies, down-payment
assistance and long-term liquidity facilities. These features
reduce risk for lenders and improve affordability for

households.

Indonesia and Pakistan also rely heavily on Islamic
mortgages, supported by national Shari'ah councils and
standardised documentation frameworks aligned with the
Accounting and Auditing Organisation for Islamic Financial

Institutions guidelines.

Nigeria can draw several practical lessons from these
international precedents. Successful jurisdictions share
certain common features which include clear and
standardised Shari’ah-compliant contract templates, strong
regulatory oversight, favourable consumer-protection rules,
and government-supported liquidity or refinancing
institutions. If Nigeria adopts similar measures, it can build a
robust Islamic mortgage sector that complements its
conventional mortgage and expands access to home

ownership for millions of households.

While Nigeria has recently introduced a National Halal
Strategy aimed at promoting Shari'ah compliant finance and

related sectors, it notably makes no mention of
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Shari'ah compliant housing or mortgage finance. This

underscores a critical policy gap and highlights the need for a

more targeted approach to Islamic housing finance.

Transforming Nigeria’s nascent Islamic home financing
sector into a viable and competitive market requires
coordinated action from federal and state authorities,
financial regulators, development finance institutions, private-
sector players and the wider public. Experiences from
Malaysia, the United Kingdom, Indonesia and the Middle East
show that strong legal foundations, consistent regulatory

support and active market stimulation are essential.

CONCLUSION

Nigeria stands at an inflection point. Shari'ah-compliant

housing finance provides principled, asset-backed
alternatives that align with the country’s demographic profile
and evolving financial sector. Musharakah Mutanaqisah, ljarah,
and Murabaha can each play a role in expanding access to
ethical homeownership, provided that required enabling
reforms address land administration bottlenecks, registration
timelines, foreclosure complexity, and liquidity constraints.
The task ahead is to thus create an enabling environment that
addresses  these identified longstanding systemic
challengesto enable seamless perfection of ownership,
transfer and re-transfer of properties. With coordinated action
by federal and state governments, including relevant
regulatory agenciesfinancial institutions and stakeholders,
Islamic housing finance can evolve from a niche offering into
a mainstream pillar of Nigeria’s housing market—deepening
financial inclusion, catalysing real estate investment, and

supporting long-term economic growth.

19.  Money Helper, 1slamic Mortgages” < Islamic mortgages | MoneyHelper > accessed 13 Novem ber, 2025.
21.  Sharia Banking, ‘UK Islamic Mortgage WithoutRiba (Interest)’ < UK ISLAMIC MORTGAGE WITHOUT RIBA (INTEREST) > accessed 13 November, 2025.
22. The Gulf Cooperation Council (GCC) is a regional intergovernmental union comprising six countries: Bahrain, Kuwait Oman, Qatar, Saudi Arabia, and the United Arab Emirates.
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