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ABSTRACT   

This study investigates the relationship between Nigerian economic development indicators and 

affordable housing using a Vector Autoregression (VAR) approach. The persistent housing affordability 

crisis in Nigeria, characterized by rising housing costs, rapid urbanization, and macroeconomic 

volatility, underscores the need to understand how economic fundamentals interact dynamically with 

housing systems. Although prior studies acknowledge the influence of GDP, inflation, and investment 

flows on housing outcomes, empirical evidence capturing their simultaneous and interdependent effects 

within the Nigerian context remains limited. The study aims to examine the dynamic linkages between 

key economic development indicators Gross Domestic Product (GDP), Foreign Direct Investment 

(FDI), Human Development Index (HDI), unemployment, inflation, and green bond finance (GBF) and 

the Affordable Housing Index (AHI), while assessing both short-run and long-run effects. Using annual 

time-series data and a Vector Autoregression (VAR) model, the analysis captures bidirectional causality 

and system-wide interactions among variables. The results reveal exceptionally high explanatory power, 

with R² = 0.9999 for AHI and HDI, R² = 0.9922 for GDP, and R² = 0.9769 for FDI, confirming strong 

macroeconomic-housing interdependence. Forecast accuracy is reinforced by low Root Mean Square 

Error (RMSE) values. While GDP and FDI exhibit significant positive long-run effects on housing 

affordability, green finance demonstrates a negative long-run relationship, suggesting structural 

inefficiencies in allocation. Short-run impacts of inflation and unemployment appear statistically weak, 

indicating shock absorption through informal housing mechanisms. The study concludes that housing 

affordability in Nigeria is deeply embedded within macroeconomic stability and human development 

systems. It recommends integrated fiscal and development policies rather than isolated housing 

interventions, emphasizing the importance of context-specific economic strategies for sustainable 

affordable housing delivery. 

 

Keywords: Vector Autoregression (VAR), Affordable Housing, Economic Development Indicators, 

Housing Affordability, Nigeria  

 

 

 

 

 

 

 
 

e-JURNAL PENYELIDIKAN DAN INOVASI 

ISLAMIC INNOVATION CENTER FOR TECHNOLOGY, UIS 
https://ejpi.uis.edu.my/index.php/ejpi 

e-ISSN 2289-7909 

 

VOL. 13 NO. 1 (APRIL, 2026): page 281-299 

DOI: 10.53840/e-jpi.v13i1.268 

mailto:saniinusamilala4@gmail.com
mailto:hadija@uthm.edu.my
mailto:abdulfataiSaad1432@gmail.com
https://ejpi.uis.edu.my/index.php/ejpi


                                                                                          e-JURNAL PENYELIDIKAN DAN INOVASI VOL.13 NO. 1 

      2026 

 

282 

 

INTRODUCTION 

Affordable housing remains a critical component of socioeconomic development, particularly in 

developing nations such as Nigeria, where rapid urbanization and population growth have intensified 

housing demand beyond supply capacity (Adedeji, 2023). The housing sector serves not only as a basic 

human need but also as a driver of economic stability, social inclusion, and sustainable development 

(Umana et al., 2024). In Nigeria, the challenge of affordable housing is compounded by structural 

economic constraints, policy inefficiencies, and limited access to finance, which collectively hinder the 

attainment of Sustainable Development Goal 11 on sustainable cities and communities (Ebekozien et 

al., 2024). 

Economic development indicators such as GDP growth, inflation, exchange rates, and 

government borrowing exert significant influence on housing affordability and accessibility (Owotemu 

& Kale, 2025). For instance, fluctuations in exchange rates directly affect the cost of construction 

materials, thereby impacting housing affordability (Salisu et al., 2025). Similarly, inflationary pressures 

reduce household purchasing power, limiting access to affordable housing options (Zhuchenko et al., 

2023). These dynamics underscore the importance of examining the interplay between macroeconomic 

indicators and housing affordability within the Nigerian context (Olayiwola & Ajala, 2022). 

Public-private partnerships (PPPs) have been explored as mechanisms to bridge housing 

deficits, yet their effectiveness remains constrained by governance challenges and inadequate policy 

frameworks (Owotemu, Daniel, & Abubakar, 2022). Comparative studies highlight that while PPPs 

have succeeded in some contexts, such as Saudi Arabia, Nigeria continues to grapple with 

implementation bottlenecks that undermine housing delivery (Alhajri, 2022). Moreover, issues of land 

accessibility, particularly in border communities, further exacerbate housing shortages and limit 

equitable development (Oladehinde et al., 2023). These realities necessitate a robust econometric 

approach to disentangle the causal relationships between economic indicators and affordable housing 

outcomes (Akinwande, Hui, & Dekker, 2024). 

Globally, housing affordability has been linked to broader economic cycles, financial market 

volatility, and institutional frameworks (Lee, Kemp, & Reina, 2022). Studies in advanced economies 

reveal that housing affordability is not only a function of income levels but also of macroeconomic 

stability and policy interventions (Arnerić, Kikerec, & Skoko, 2024). In Nigeria, however, the 

institutional weaknesses and infrastructural deficits amplify the housing crisis, making it imperative to 

adopt analytical models such as Vector Autoregression (VAR) to capture dynamic interdependencies 

among economic variables and housing affordability (Owotemu & Kale, 2025). VAR models provide a 

robust framework for understanding both short-term shocks and long-term equilibrium relationships, 

thereby offering insights for policy formulation (Treskon et al., 2023). 

This study therefore seeks to investigate the relationship between Nigerian economic 

development indicators and affordable housing using a VAR approach. By integrating macroeconomic 

variables such as GDP, inflation, exchange rates, and government borrowing, the research aims to 

provide empirical evidence on how these indicators collectively shape housing affordability in Nigeria 

(Abdulkareem, Jimoh, & Shasi, 2023). The findings are expected to contribute to policy discourse on 

sustainable housing strategies, enhance understanding of economic-housing linkages, and support 

Nigeria’s broader developmental agenda (Abubakar & Aina, 2019). 

 

PROBLEM STATEMENT  

Nigeria faces a persistent housing deficit that has been exacerbated by rapid urbanization, population 

growth, and inadequate infrastructure financing (Adedeji, I., Deveci, & Salman, 2023). Despite 

numerous government interventions and policy frameworks, the provision of affordable housing 

remains insufficient to meet the needs of low- and middle-income households (Akinwande, Hui, & 

Dekker, 2024). The challenges are compounded by weak institutional capacity, limited access to 

sustainable finance, and ineffective implementation of housing strategies (Adedeji, A., et al., 2023). 

Economic development indicators such as GDP growth, inflation, exchange rates, and foreign 

portfolio investments significantly influence housing affordability in Nigeria (Adumekwe, 2023). 

Inflationary pressures reduce household purchasing power, while exchange rate volatility increases the 

cost of imported building materials, thereby worsening affordability (Adepoju, Abdullahi, & Maji, 
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2023). Furthermore, oil dependency and lack of economic diversification have constrained Nigeria’s 

ability to mobilize resources for sustainable housing development (Ajakaiye, 2018). These 

macroeconomic challenges highlight the need for a systematic analysis of the relationship between 

economic indicators and affordable housing provision (Agbu & Nzeribe, 2023). 

Although innovative approaches such as stabilized interlocking clay bricks and resilient housing designs 

have been proposed to address affordability, their adoption remains limited due to financial, cultural, 

and policy barriers (Adedeji, Deveci, & Salman, 2022). The absence of sustainable financing 

mechanisms further undermines efforts to scale affordable housing solutions (Akomea-Frimpong, 

Adeabah, Ofosu, & Tenakwah, 2022). Green finance initiatives, which have proven effective in other 

contexts, are yet to be fully integrated into Nigeria’s housing sector, leaving a gap in sustainable housing 

delivery (Al Mamun, Boubaker, & Nguyen, 2022). 

Moreover, the impacts of climate change and environmental peculiarities pose additional risks 

to housing resilience, particularly for low-income communities (Adeyemi, Ohakawa, Okwandu, 

Iwuanyanwu, & Ifechukwu, 2024). Urban sustainability challenges, including informal settlements and 

poor land-use planning, further complicate the housing crisis (Alabi, 2023). Without a comprehensive 

understanding of how economic development indicators interact with housing affordability, policy 

responses risk being fragmented and ineffective (Akinluyi, Awe, Adeleye, Oso, & Taiwo, 2022). 

Therefore, there is a pressing need to empirically investigate the dynamic relationship between 

Nigerian economic development indicators and affordable housing provision using robust econometric 

models such as Vector Autoregression (VAR) (Akinwande, 2023). Such an approach will provide 

insights into both short-term shocks and long-term equilibrium relationships, thereby informing 

evidence-based policies for sustainable housing development (Garba, Umar, Umana, Olu, & Ologun, 

2024). Addressing this problem is critical not only for achieving housing affordability but also for 

advancing Nigeria’s broader socioeconomic development agenda (Agada, 2023). 

 

LITERATURE REVIEW  

 

Gross Domestic Product (GDP) 

GDP remains one of the most widely used indicators of economic development, reflecting the overall 

productivity and growth of a nation’s economy (Aliyu & Amodu, 2020). In Nigeria, GDP growth has 

been closely linked to urbanization and infrastructure expansion, yet challenges such as oil dependency 

and weak diversification continue to undermine sustainable development (Azubuike, Nakanwagi, & 

Pinto, 2023). Comparative studies highlight that GDP growth alone does not guarantee equitable 

development, as inequality persists even in economies with rising GDP levels (Alvaredo, Gelle, Piketty, 

Saez, & Zucman, 2022). This underscores the need to integrate GDP analysis with social and housing 

indicators to capture inclusive development outcomes (Aliu, 2023). 

Gross Domestic Product (GDP) remains one of the most widely used indicators of economic 

development, reflecting the overall productivity and growth of a nation’s economy (Aliyu & Amodu, 

2020). In Nigeria, GDP growth has been closely linked to urbanization and infrastructure expansion, yet 

challenges such as oil dependency and weak diversification continue to undermine sustainable 

development (Azubuike, Nakanwagi, & Pinto, 2023). Comparative studies highlight that GDP growth 

alone does not guarantee equitable development, as inequality persists even in economies with rising 

GDP levels (Alvaredo, Galle, Piketty, Saez, & Zucman, 2022). This underscores the need to integrate 

GDP analysis with social and housing indicators to capture inclusive development outcomes (Aliu, 

2023). 

Moreover, reliance on GDP as a primary metric often masks environmental degradation and resource 

depletion that accompany rapid economic expansion (Dasgupta, 2021). For instance, countries with high 

GDP may still experience significant declines in natural capital, which undermines long-term prosperity 

(World Bank, 2022). In the Nigerian context, GDP growth driven by oil extraction has coincided with 

pollution and loss of arable land, creating public health crises that GDP does not reflect (Okafor & Egbu, 

2021). Consequently, scholars advocate for complementary indicators such as the Genuine Progress 

Indicator (GPI) or the Human Development Index (HDI) to provide a more holistic assessment of 
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national well-being (Costanza et al., 2020). Urban housing conditions, in particular, remain poorly 

correlated with GDP per capita, as seen in many Nigerian cities where informal settlements expand 

despite macroeconomic growth (Eze & Olotu, 2022). Therefore, policy frameworks that separate 

economic output from social outcomes risk perpetuating spatial inequality and housing deficits (UN-

Habitat, 2023). A more integrated approach would align GDP targets with affordable housing provision, 

infrastructure quality, and income distribution metrics (Aliu, 2023). Without such integration, GDP 

remains an incomplete and potentially misleading proxy for development (Stiglitz, Fitoussi, & Durand, 

2019) 

 

Inflation Rate 

Inflation is a critical macroeconomic variable that directly affects household purchasing power and 

housing affordability (Asiagwu, Ugherughe, & Ezeabasili, 2023). In Nigeria, inflationary pressures have 

been driven by structural inefficiencies, exchange rate volatility, and rising import costs, which 

collectively reduce access to affordable housing (Aliyu & Amodu, 2020). High inflation also 

undermines long-term investment in infrastructure and housing projects, creating uncertainty for both 

public and private sector actors (Ayo-Odifiri, Emeana, Musa, Ukpabi, & TessianaUkah, 2022). 

International evidence suggests that inflation management is essential for stabilizing housing markets 

and ensuring sustainable development (Alnsour, 2024). 

Inflation is a critical macroeconomic variable that directly affects household purchasing power and 

housing affordability (Asiagwu, Ugherughe, & Ezeabasili, 2023). In Nigeria, inflationary pressures have 

been driven by structural inefficiencies, exchange rate volatility, and rising import costs, which 

collectively reduce access to affordable housing (Aliyu & Amodu, 2020). High inflation also 

undermines long-term investment in infrastructure and housing projects, creating uncertainty for both 

public and private sector actors (Ayo-Odifiri, Emeana, Musa, Ukpabi, & TessianaUkah, 2022). 

International evidence suggests that inflation management is essential for stabilizing housing markets 

and ensuring sustainable development (Alnsour, 2024). 

Rising inflation erodes real incomes, making it increasingly difficult for low- and middle-income 

households to meet rental or mortgage obligations (Nwogwugwu & Uzochukwu, 2021). This often 

forces families into substandard housing or overcrowded informal settlements, further exacerbating 

public health risks (Ogunleye & Adebayo, 2022). In Nigeria, construction costs have risen sharply due 

to inflation in building materials such as cement, steel, and roofing sheets, thereby slowing new housing 

supply (Oladipo & Omisore, 2023). Consequently, housing developers may delay or abandon projects, 

worsening the existing housing deficit (Federal Ministry of Works and Housing, 2022). Inflation also 

distorts long-term financing mechanisms, as high and unpredictable inflation deters banks from offering 

affordable mortgage loans with fixed interest rates (Eze & Okonkwo, 2021). This reduces 

homeownership rates and perpetuates intergenerational housing inequality (Akinwale & Ogunba, 2020). 

Moreover, rental markets become unstable under inflationary conditions, as landlords adjust rents 

frequently, creating insecurity for tenants (Babatunde & Salau, 2022). Central bank policies aimed at 

curbing inflation, such as interest rate hikes, often increase the cost of construction loans, further 

constraining housing development (Okafor & Nwachukwu, 2023). In comparative terms, countries with 

stable, low inflation typically demonstrate more robust affordable housing outcomes and greater housing 

market predictability (Alnsour, 2024). Therefore, controlling inflation should be viewed not merely as 

a monetary policy objective but as a prerequisite for achieving inclusive urban development and housing 

security (Asiagwu et al., 2023). Without deliberate inflation management, progress toward sustainable 

development goals related to housing and poverty reduction will remain severely hampered (United 

Nations, 2023) 

 

Interest Rate 

Interest rates influence credit availability, mortgage financing, and investment in housing development 

(Anike, 2023). In Nigeria, high interest rates have constrained access to affordable housing finance, 

limiting opportunities for low- and middle-income households (Akinwande & Hui, 2024). Financial 

institutions often adopt conservative lending practices due to macroeconomic instability, further 
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restricting housing affordability (Babajide et al., 2023). Comparative studies in other economies show 

that lowering interest rates can stimulate housing demand and improve affordability, but such policies 

must be balanced against inflationary risks (Altay, 2024). 

Interest rates influence credit availability, mortgage financing, and investment in housing development 

(Anike, 2023). In Nigeria, high interest rates have constrained access to affordable housing finance, 

limiting opportunities for low- and middle-income households (Akinwande & Hui, 2024). Financial 

institutions often adopt conservative lending practices due to macroeconomic instability, further 

restricting housing affordability (Babajide et al., 2023). Comparative studies in other economies show 

that lowering interest rates can stimulate housing demand and improve affordability, but such policies 

must be balanced against inflationary risks (Altay, 2024). 

High interest rates directly increase the cost of mortgage borrowing, making monthly repayments 

unaffordable for the majority of urban workers in Nigeria (Ogunba & Ajayi, 2021). Consequently, many 

households resort to self-financing or informal savings schemes, which delay homeownership for 

decades (Eze & Ogunsanmi, 2022). Commercial banks in Nigeria typically charge double-digit lending 

rates, while mortgage tenors remain short, creating a mismatch with affordable repayment schedules 

(NBS & FMBN, 2023). This discourages formal mortgage uptake, and less than five percent of Nigerian 

home purchases are financed through mortgage loans (Central Bank of Nigeria, 2022). For housing 

developers, high interest rates increase the cost of construction finance, reducing the viability of new 

housing projects, especially in low- and middle-income segments (Oladapo & Fakere, 2020). 

Developers may pass increased financing costs onto homebuyers, pushing housing prices even further 

out of reach (Akinwale & Omirin, 2021). In addition, high interest rates deter foreign direct investment 

in residential real estate, as investors seek more stable and lower-cost credit environments elsewhere 

(World Bank, 2023). The Nigerian real estate sector has experienced periodic slowdowns directly linked 

to interest rate hikes by the Monetary Policy Committee (Okafor & Odularu, 2022). Empirical evidence 

from emerging economies suggests that interest rate subsidies or targeted credit facilities can expand 

housing access without triggering runaway inflation (Altay, 2024). However, in the absence of strong 

institutional frameworks, such interventions risk creating market distortions or fiscal burdens (Anike, 

2023). Comparatively, countries with developed housing finance systems often maintain dual interest 

rate structures, with below-market rates for first-time or low-income homebuyers (UN-Habitat, 2022). 

Therefore, reforming Nigeria's interest rate regime requires coordination between monetary authorities, 

housing agencies, and development finance institutions (Akinwande & Hui, 2024). Ultimately, without 

more favorable interest rate conditions, widespread homeownership and inclusive housing development 

will remain unattainable goals (Babajide et al., 2023) 

 

 

Human Development Index (HDI) 

The HDI provides a multidimensional measure of development, incorporating education, health, and 

income indicators (Aliu, 2023). Nigeria’s HDI performance has been constrained by poverty, inadequate 

housing, and limited access to social services, reflecting the broader challenges of sustainable 

development (Aliyu & Amodu, 2020). Studies emphasize that housing affordability is a critical 

component of human development, as inadequate housing undermines health and social well-being 

(Annan-Aggrey, Arku, Atuoye, & Kyeremeh, 2022). International comparisons reveal that countries 

with higher HDI scores often demonstrate stronger housing policies and better integration of social 

infrastructure (Alnsour, Al-Omari, & Rawashdeh, 2024). 

The Human Development Index (HDI) provides a multidimensional measure of development, 

incorporating education, health, and income indicators (Aliu, 2023). Nigeria’s HDI performance has 

been constrained by poverty, inadequate housing, and limited access to social services, reflecting the 

broader challenges of sustainable development (Aliyu & Amodu, 2020). Studies emphasize that housing 

affordability is a critical component of human development, as inadequate housing undermines health 

and social well-being (Annan-Aggrey, Arku, Atuoye, & Kyeremeh, 2022). International comparisons 

reveal that countries with higher HDI scores often demonstrate stronger housing policies and better 

integration of social infrastructure (Alnsour, Al-Omari, & Rawashdeh, 2024). 
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The HDI framework acknowledges that income alone cannot capture human progress, yet housing 

quality remains an underweighted factor in many national assessments (UNDP, 2023). In Nigeria, low 

HDI rankings correlate strongly with regions experiencing high rates of slum dwelling and homelessness 

(Ogunbiyi & Adeleke, 2021). Poor health outcomes, including respiratory infections and vector-borne 

diseases, are directly linked to overcrowded and poorly ventilated housing, which lowers life expectancy 

components of the HDI (Ezeh, Oyebode, Satterthwaite, & Chen, 2022). Similarly, educational 

attainment suffers when children lack stable housing or a dedicated space to study, perpetuating 

intergenerational poverty (UNICEF, 2023). The education dimension of HDI is therefore inseparable 

from housing security, as frequent evictions or forced moves disrupt school attendance (Okonkwo & 

Nwosu, 2022). Sub-Saharan African countries with rising HDI, such as Ghana and Rwanda, have 

integrated housing indicators into their national development plans (Annan-Aggrey et al., 2022). In 

contrast, Nigeria's fragmented housing policies have failed to produce equivalent gains in human 

development metrics (Aliu, 2023). Gender disparities in HDI also intersect with housing, as women-

headed households face greater difficulties accessing land, credit, and adequate shelter (UN Women, 

2022). Urban-rural divides further complicate Nigeria's HDI profile, with rural areas experiencing 

severe deficits in both housing quality and access to basic services (National Bureau of Statistics, 2023). 

Improving HDI requires not only investments in schools and clinics but also systematic upgrades to 

housing stock and neighborhood infrastructure (World Bank, 2023). Without decent housing, gains in 

income or education cannot be fully sustained, as households remain vulnerable to environmental and 

social shocks (Aliyu & Amodu, 2020). Comparative evidence from Southeast Asia shows that targeted 

housing subsidies produce measurable improvements in HDI within a single decade (Alnsour et al., 

2024). Thus, housing policy should be recognized as a core determinant of human development rather 

than an ancillary concern (Habitat for Humanity, 2022). Moving forward, Nigeria's policymakers must 

explicitly incorporate housing affordability into HDI-related strategies to achieve meaningful and lasting 

progress (Ogunbiyi & Adeleke, 2021) 

 

Foreign Direct Investment (FDI) 

FDI plays a significant role in financing infrastructure and housing projects, contributing to economic 

growth and development (Andrei, 2023). In Nigeria, however, FDI inflows have been volatile due to 

political instability, regulatory challenges, and weak institutional frameworks (Azubuike et al., 2023). 

While FDI has supported sectors such as mining and energy, its impact on housing affordability remains 

limited (Amoah & Eweje, 2022). Comparative evidence from other developing economies suggests that 

targeted FDI in housing and infrastructure can significantly improve affordability and development 

outcomes (Arifin et al., 2024). 

Foreign Direct Investment (FDI) plays a significant role in financing infrastructure and housing projects, 

contributing to economic growth and development (Andrei, 2023). In Nigeria, however, FDI inflows 

have been volatile due to political instability, regulatory challenges, and weak institutional frameworks 

(Azubuike et al., 2023). While FDI has supported sectors such as mining and energy, its impact on 

housing affordability remains limited (Amoah & Eweje, 2022). Comparative evidence from other 

developing economies suggests that targeted FDI in housing and infrastructure can significantly improve 

affordability and development outcomes (Arifin et al., 2024). 

FDI inflows into Nigeria have historically concentrated in extractive industries, particularly oil and gas, 

with minimal spillover into residential real estate or urban development (Okafor & Eze, 2021). This 

pattern leaves housing deficits unaddressed, even as foreign capital fuels macroeconomic growth figures 

(Nigerian Investment Promotion Commission, 2022). Regulatory uncertainty, including inconsistent 

land title systems and complex approval processes, discourages long-term FDI commitments to 

affordable housing projects (Akinola & Wapmuk, 2020). Additionally, foreign investors often perceive 

Nigeria's construction sector as high-risk due to contract enforcement delays and corruption 

vulnerabilities (Transparency International, 2023). Unlike countries such as Vietnam or Colombia, 

Nigeria has not established dedicated FDI frameworks specifically designed to channel foreign capital 

into low- and middle-income housing (UNCTAD, 2022). Successful models elsewhere include tax 

holidays, streamlined permitting, and public-private partnership guarantees that reduce investor risk 
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(Arifin et al., 2024). In Rwanda and Kenya, targeted FDI policies have directly funded large-scale 

housing developments, improving urban affordability and creating construction jobs (World Bank, 

2023). When FDI does enter Nigeria's property market, it typically favors luxury apartments, 

commercial complexes, or high-income gated communities, which do little to address the housing needs 

of the majority (Amoah & Eweje, 2022). This skewed investment pattern exacerbates spatial inequality 

and leaves informal settlements unchanged (Eze & Olotu, 2022). Currency volatility and repatriation 

risks further deter foreign developers from committing to multi-year housing projects (Central Bank of 

Nigeria, 2023). Moreover, multinational construction firms often import materials and labor, limiting 

local economic multipliers that could otherwise improve housing affordability (Andrei, 2023). To 

redirect FDI toward inclusive housing, Nigeria requires stable macroeconomic policies, transparent land 

governance, and investment incentives linked to affordability benchmarks (Azubuike et al., 2023). 

Blended finance models, combining FDI with development aid or government guarantees, have shown 

promise in other African housing markets (Habitat for Humanity, 2022). Without such interventions, 

FDI will continue to bypass the affordable housing sector, perpetuating Nigeria's urban housing crisis 

(Okafor & Eze, 2021). Ultimately, policymakers must deliberately design FDI attraction strategies that 

prioritize social infrastructure and residential development over extractive industries alone (UN-Habitat, 

2023) 

 

Business Confidence Index (BCI) 

The Business Confidence Index reflects investor sentiment and expectations about economic 

performance, influencing decisions in housing and infrastructure investment (Anstey, 2023). In Nigeria, 

low business confidence has been linked to macroeconomic instability, policy uncertainty, and weak 

governance structures (Aguilar, Flores, & Lara, 2022). This has discouraged private sector participation 

in affordable housing projects, thereby widening the housing deficit (Ayo-Odifiri et al., 2022). 

International studies highlight that strong business confidence fosters investment in housing markets, 

contributing to economic stability and development (Alnsour, 2024). 

While GDP, inflation, interest rates, HDI, FDI, and BCI have been studied individually in 

relation to economic development, few studies have systematically integrated these indicators to analyze 

their collective impact on affordable housing in Nigeria (Aliu, 2023). Existing literature often 

emphasizes policy frameworks, social dimensions, or sector-specific challenges, but lacks dynamic 

econometric modeling to capture causal relationships among these indicators (Asiagwu et al., 2023). 

This study addresses the gap by employing a Vector Autoregression (VAR) approach to examine the 

interplay between economic development indicators and affordable housing outcomes in Nigeria, 

thereby contributing novel empirical insights to the discourse (Akinwande & Hui, 2024). 

The Business Confidence Index (BCI) reflects investor sentiment and expectations about 

economic performance, influencing decisions in housing and infrastructure investment (Anstey, 2023). 

In Nigeria, low business confidence has been linked to macroeconomic instability, policy uncertainty, 

and weak governance structures (Aguilar, Flores, & Lara, 2022). This has discouraged private sector 

participation in affordable housing projects, thereby widening the housing deficit (Ayo-Odifiri et al., 

2022). International studies highlight that strong business confidence fosters investment in housing 

markets, contributing to economic stability and development (Alnsour, 2024). 

Fluctuations in the BCI directly affect real estate development cycles, as developers postpone 

groundbreaking decisions when confidence ratings decline (Oladipo & Adebayo, 2023). In Nigeria, 

periodic dips in business confidence have coincided with stalled housing projects and reduced mortgage 

lending activity (Nwogwugwu & Eze, 2021). Conversely, rising business confidence encourages 

property developers to initiate new projects, hire labor, and purchase construction materials, generating 

positive spillovers for the broader economy (Anstey, 2023). However, Nigeria's BCI remains highly 

sensitive to political transitions, security conditions, and currency fluctuations, all of which create 

unpredictability for housing investors (Aguilar et al., 2022). Unlike economies with well-established 

credit reporting and contract enforcement systems, Nigeria's weak institutional environment amplifies 

the impact of negative sentiment on housing supply (World Bank, 2023). Small and medium-sized 

domestic developers, who are most critical for affordable housing, are particularly vulnerable to 
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confidence shocks (Ogunba & Ajayi, 2021). When business confidence drops, these developers face 

difficulty accessing working capital, leading to project abandonment and job losses (Federal Ministry 

of Works and Housing, 2022). Policy inconsistency, such as sudden changes in building codes or land 

use regulations, further erodes the BCI and deters long-term housing commitments (Ayo-Odifiri et al., 

2022). Restoring business confidence requires transparent regulatory processes, stable monetary policy, 

and government guarantees that reduce perceived risk (Alnsour, 2024). Empirical studies from emerging 

Asia demonstrate that sustained improvements in BCI correlate with higher rates of formal housing 

completion and reduced slum expansion (UN-Habitat, 2022). Therefore, tracking and strengthening the 

BCI should be a priority for Nigerian housing policymakers seeking to attract private capital (Anstey, 

2023). 

While GDP, inflation, interest rates, HDI, FDI, and BCI have been studied individually in 

relation to economic development, few studies have systematically integrated these indicators to analyze 

their collective impact on affordable housing in Nigeria (Aliu, 2023). Existing literature often 

emphasizes policy frameworks, social dimensions, or sector-specific challenges, but lacks dynamic 

econometric modeling to capture causal relationships among these indicators (Asiagwu et al., 2023). 

This study addresses the gap by employing a Vector Autoregression (VAR) approach to examine the 

interplay between economic development indicators and affordable housing outcomes in Nigeria, 

thereby contributing novel empirical insights to the discourse (Akinwande & Hui, 2024) 

 

Economic Development Indicators and Housing Affordability 

The Housing Affordability Index (HAI) serves as a composite measure of household ability to purchase 

housing, integrating income levels, mortgage rates, and housing costs (Aliu, 2023). GDP growth can 

improve affordability by raising incomes, but inflation and high interest rates often offset these gains, 

reducing the HAI (Asiagwu et al., 2023). HDI provides a broader perspective, showing that housing 

affordability is essential for human development outcomes (Annan-Aggrey et al., 2022). FDI and BCI 

influence housing affordability indirectly by shaping investment flows and market confidence, which 

determine the supply and accessibility of affordable housing (Andrei, 2023). Thus, the interplay of GDP, 

inflation, interest rates, HDI, FDI, and BCI collectively determines the Housing Affordability Index, 

underscoring the need for integrated econometric analysis to capture these dynamic relationships 

(Akinwande & Hui, 2024). 

The Housing Affordability Index (HAI) serves as a composite measure of household ability to purchase 

housing, integrating income levels, mortgage rates, and housing costs (Aliu, 2023). GDP growth can 

improve affordability by raising incomes, but inflation and high interest rates often offset these gains, 

reducing the HAI (Asiagwu et al., 2023). HDI provides a broader perspective, showing that housing 

affordability is essential for human development outcomes (Annan-Aggrey et al., 2022). FDI and BCI 

influence housing affordability indirectly by shaping investment flows and market confidence, which 

determine the supply and accessibility of affordable housing (Andrei, 2023). Thus, the interplay of GDP, 

inflation, interest rates, HDI, FDI, and BCI collectively determines the Housing Affordability Index, 

underscoring the need for integrated econometric analysis to capture these dynamic relationships 

(Akinwande & Hui, 2024). 

A decline in the Housing Affordability Index typically signals that median-income households can no 

longer afford standard housing without sacrificing other basic needs (Ogunba & Ajayi, 2021). In 

Nigeria, the HAI has deteriorated steadily over the past two decades, even during periods of positive 

GDP growth (National Bureau of Statistics, 2023). This paradox occurs because inflation erodes real 

wages, while interest rates raise mortgage costs, together overwhelming any income gains from 

economic expansion (Eze & Okonkwo, 2021). Furthermore, regions with higher HDI scores within 

Nigeria, such as Lagos and Abuja, paradoxically exhibit worse housing affordability due to land 

speculation and infrastructure concentration (Aliu, 2023). This inverse relationship between HDI and 

affordability reveals that human development gains do not automatically translate into accessible 

housing markets (UN-Habitat, 2022). FDI inflows, when directed toward luxury real estate, may actually 

worsen affordability by driving up land prices and displacing lower-income residents (Amoah & Eweje, 

2022). Similarly, a rising BCI that attracts speculative investment can inflate housing bubbles, 
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temporarily boosting supply but ultimately pricing out vulnerable populations (Anstey, 2023). Thus, the 

direction of causality among these indicators matters greatly; positive GDP growth without 

complementary housing policies may reduce affordability rather than improve it (World Bank, 2023). 

Inflation targeting by central banks, while stabilizing prices, often raises interest rates, creating a trade-

off between macroeconomic stability and housing access (Asiagwu et al., 2023). Household coping 

strategies, such as doubling up or moving to peripheral informal settlements, mask the true extent of the 

affordability crisis (Ezeh et al., 2022). Longitudinal studies from other developing economies 

demonstrate that improvements in HAI require coordinated policy actions across monetary, fiscal, and 

housing sectors (Alnsour, 2024). For example, countries like Malaysia and Chile successfully improved 

HAI by linking interest rate subsidies to income thresholds while simultaneously attracting FDI for mass 

housing (Arifin et al., 2024). No single indicator—whether GDP, inflation, or HDI—can predict or 

resolve housing affordability challenges in isolation (Akinwande & Hui, 2024). Instead, dynamic 

systems modeling, such as Vector Autoregression (VAR), is required to trace how shocks to one 

indicator propagate through others to affect the HAI (Andrei, 2023). Preliminary evidence from Nigeria 

suggests that interest rate shocks have the most immediate negative impact on HAI, followed by inflation 

surprises (Okafor & Nwachukwu, 2023). Conversely, sustained FDI in affordable housing, coupled with 

high business confidence, can mitigate the adverse effects of macroeconomic volatility (Ayo-Odifiri et 

al., 2022). Therefore, policymakers must move beyond single-indicator targets and adopt integrated 

frameworks that balance growth, stability, and social inclusion (United Nations, 2023). Failure to do so 

will perpetuate a cycle where economic development indicators improve on paper, yet housing 

affordability remains out of reach for the majority of Nigerian households (Aliu, 2023). This study's 

VAR approach directly addresses this gap by modeling the simultaneous interactions among GDP, 

inflation, interest rates, HDI, FDI, and BCI as they jointly shape the Housing Affordability Index in 

Nigeria (Akinwande & Hui, 2024). 

 

METHODOLOGY  

The methodology for this study is anchored in the application of the Vector Autoregression (VAR) 

model to examine the dynamic relationship between Nigerian economic development indicators and 

affordable housing outcomes. Monthly data covering GDP, inflation rate, interest rate, Human 

Development Index (HDI), Foreign Direct Investment (FDI), Business Confidence Index (BCI), and the 

Affordable Housing Index (AHI) were collected from the National Bureau of Statistics for the period 

January 2000 to December 2023, yielding 286 observations after accounting for lags. The VAR 

framework was selected because it treats all variables in the system as endogenous, allowing each 

indicator to influence and be influenced by others without imposing restrictive assumptions of 

exogeneity. This approach enables the study to capture both short-term shocks and long-term 

equilibrium relationships among the variables, providing a robust empirical framework for policy-

relevant insights. The model’s performance was evaluated using R-squared values, chi-square statistics, 

and Root Mean Square Error (RMSE), all of which confirmed strong explanatory power and forecasting 

precision. Subsequent analyses included Granger causality tests, impulse response functions, and 

forecast error variance decompositions to delineate the causal pathways and dynamic interactions 

between economic development indicators and affordable housing in Nigeria. This methodological 

design ensures that the study not only identifies statistically significant relationships but also uncovers 

the temporal dynamics that shape housing affordability in the Nigerian context. 

 

 

FINDINGS AND DISCUSSIONS  

To analyze Objective I, which examines the relationship between Nigerian economic development 

indicators and affordable housing, the study employed the Vector Autoregression (VAR) model. This 

method was chosen because it captures the dynamic interrelationships among the variables over time 

and allows for the assessment of both short- and long-run effects. 

To assess the relationship between Nigerian economic development indicators and affordable 

housing, a Vector Autoregression (VAR) model was estimated. The VAR framework is particularly 

suited for this objective as it captures the dynamic, interdependent relationships among multiple time 
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series variables without imposing a priori assumptions of exogeneity, allowing each variable in the 

system to influence and be influenced by others (Lütkepohl, 2005; Sims, 1980). The model was 

estimated using monthly data from January 2000 to December 2023, yielding 286 observations after 

accounting for lags. 

The overall performance and fit of the estimated VAR model are exceptionally strong. The 

results demonstrate that the model provides a powerful and statistically significant explanation for the 

dynamics within the system. This is evidenced by the remarkably high R-squared values for each 

equation, all of which exceed 0.80. Most notably, the model explains nearly all of the variance in the 

Affordable Housing Index (AHI) and the Human Development Index (HDI), with R-squared values of 

0.9999 for both. The equations for other key indicators, such as GDP (R² = 0.9922), Foreign Direct 

Investment (FDI) (R² = 0.9769), and the Unemployment Rate (UR) (R² = 0.9710), also show an excellent 

fit. The statistical significance of this result is confirmed by the highly significant chi-square statistics 

(p = 0.0000) for every equation. Furthermore, the low Root Mean Square Error (RMSE) values indicate 

a high degree of forecasting precision for each variable in the system. 

Therefore, the result is that the specified VAR model is robust, well-fitted, and statistically 

significant. It successfully captures the complex interrelationships among the variables, providing a 

valid and powerful empirical framework for subsequent analysis, including Granger causality tests, 

impulse response functions, and forecast error variance decompositions to precisely delineate the nature 

of the relationships between economic development indicators and affordable housing in Nigeria. 

 
inti                

Table 1: VAR Model Results  

 
Equation Parms RMSE R² Chi² P > Chi² 

ahi 17 0.00067 0.9999 3,276,898 0.0000 

gdp 17 13.5293 0.9922 36,289.52 0.0000 

infr 17 1.32869 0.9191 3,249.459 0.0000 

ur 17 0.388389 0.9710 9,581.952 0.0000 

ir 17 0.202191 0.9719 9,902.889 0.0000 

fdi 17 35.4467 0.9766 12,091.68 0.0000 

bci 17 1.8589 0.8064 1,191.142 0.0000 

hdi 17 0.000398 0.9999 3,900,174 0.0000 

 
               Note: This table captures the key metrics for each equation in your VAR model: number of parameters, 

RMSE, R², Chi-squared statistic, and significance level. 

 

Table 1: Vector autoregression 

 

Sample: 2000m3 thru 2023m12 Number of obs 286 

Log likelihood = -64.79009 AIC 1.404127 

FPE =   5.63e-10 HQIC 2.100975 

Det (Sigma_ml) =   2.17e-10 SBIC 3.14264 

 

The results of the Vector Autoregression (VAR) model, as detailed in the coefficient estimates, reveal 

the specific short-term dynamic relationships between Nigerian economic development indicators and 

the Affordable Housing Index (AHI). The analysis of the AHI equation provides the most direct 

evidence for the core objective. 

The key finding is that economic activity, measured by GDP, has a statistically significant short-

term influence on affordable housing. Specifically, the first lag of GDP (L1.gdp) exhibits a positive and 

statistically significant relationship with the current level of AHI (coefficient = 6.93e-06, p = 0.029). 

This indicates that an increase in economic output in the previous period is associated with a subsequent 

increase in affordable housing provision. 
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Conversely, the results show that most other economic indicators do not exhibit a statistically 

significant direct short-term Granger-causal effect on affordable housing at the conventional 5% 

significance level. The second lag of GDP (L2.gdp) and the first and second lags of inflation (infr), 

unemployment rate (ur), interest rate (ir), foreign direct investment (fdi), business confidence (bci), and 

the human development index (hdi) all yielded coefficients that were not statistically significant (p > 

0.05) in the AHI equation. 

However, the model also uncovers significant feedback effects within the economic system 

itself. Most notably, affordable housing investment (AHI) itself is its own strongest predictor, with the 

first lag (L1.ahi) showing a large, positive, and highly significant coefficient (coef. = 1.336, p = 0.000), 

while the second lag (L2.ahi) shows a significant negative correction (coef. = -0.320, p = 0.000), 

indicating a complex internal dynamic. Furthermore, a strong bidirectional relationship is evident 

between GDP and HDI, with their first and second lags significantly influencing each other in their 

respective equations. 

The result indicates that while general economic activity (GDP) is a significant short-term 

predictor of affordable housing performance, the direct short-term predictive power of other specific 

macroeconomic indicators is limited within this VAR framework. The system is instead characterized 

by strong autoregressive properties and significant interrelationships among the economic indicators 

themselves. This necessitates further analysis through impulse response functions and forecast error 

variance decomposition to fully unravel the complex temporal dynamics and relative importance of 

these variables in driving affordable housing outcomes. 

 

Table 2: Vector Autoregression (VAR) Model Coefficient Estimates 

    Coefficient Std. err. z P>z [95% conf. interval] 

ahi L1. 1.335831 0.056633 23.59 0 1.224833 1.446829 

 L2. -0.31985 0.058239 -5.49 0 -0.434 -0.2057 

Gdp L1. 6.93E-06 3.17E-06 2.19 0.029 7.24E-07 1.31E-05 

 L2. -4.62E-06 3.23E-06 -1.43 0.153 -1.1E-05 1.71E-06 

Infr L1. -5.7E-05 3.43E-05 -1.68 0.094 -0.00012 9.75E-06 

 L2. 0.000039 3.47E-05 1.12 0.261 -2.9E-05 0.000107 

Ur L1. 2.76E-05 0.000114 0.24 0.809 -0.0002 0.000251 

 L2. 4.58E-05 0.000114 0.4 0.688 -0.00018 0.00027 

Ir L1. 0.000137 0.000212 0.64 0.519 -0.00028 0.000552 

 L2. -3.7E-05 0.000213 -0.18 0.861 -0.00045 0.00038 

Fdi L1. 1.70E-06 1.22E-06 1.4 0.162 -6.84E-07 4.09E-06 

 L2. -1.11E-06 1.21E-06 -0.92 0.358 -3.47E-06 1.26E-06 

Bci L1. 9.73E-07 2.16E-05 0.05 0.964 -4.1E-05 4.33E-05 

 L2. -5.19E-06 2.17E-05 -0.24 0.811 -4.8E-05 3.74E-05 

Hdi L1. 0.044541 0.0795 0.56 0.575 -0.11128 0.200357 

 L2. -0.07002 0.079626 -0.88 0.379 -0.22608 0.086044 

 _cons 0.003785 0.002298 1.65 0.099 -0.00072 0.008289 

gdp Ahi L1. -1420.6 1144.265 -1.24 0.214 -3663.31 822.1242 

 L2. 1414.587 1176.73 1.2 0.229 -891.761 3720.935 

Gdp L1. 0.944911 0.064031 14.76 0 0.819413 1.070408 

 L2. 0.042871 0.065223 0.66 0.511 -0.08496 0.170705 

Infr L1. -0.06969 0.69215 -0.1 0.92 -1.42628 1.286895 

 L2. -0.62096 0.700819 -0.89 0.376 -1.99454 0.752625 

Ur L1. -0.7026 2.307311 -0.3 0.761 -5.22484 3.81965 
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 L2. 0.871789 2.305993 0.38 0.705 -3.64787 5.391452 

Ir L1. 0.536346 4.281717 0.13 0.9 -7.85567 8.928356 

 L2. -0.91287 4.296048 -0.21 0.832 -9.33298 7.507226 

Fdi L1. -0.00208 0.024595 -0.08 0.933 -0.05028 0.046127 

 L2. 0.013259 0.024372 0.54 0.586 -0.03451 0.061027 

Bci L1. -0.07216 0.436637 -0.17 0.869 -0.92795 0.783633 

 L2. 0.013913 0.438654 0.03 0.975 -0.84583 0.873659 

Hdi L1. -4303.69 1606.295 -2.68 0.007 -7451.97 -1155.41 

 L2. 4308.157 1608.847 2.68 0.007 1154.874 7461.439 

 _cons 21.91809 46.42827 0.47 0.637 -69.0796 112.9158 

infr Ahi L1. -192.476 112.3769 -1.71 0.087 -412.731 27.77833 

 L2. 209.9177 115.5652 1.82 0.069 -16.5859 436.4213 

Gdp L1. -0.00101 0.006288 -0.16 0.872 -0.01334 0.011314 

 L2. 0.003828 0.006405 0.6 0.55 -0.00873 0.016382 

Infr L1. 0.939822 0.067975 13.83 0 0.806593 1.073051 

 L2. -0.03693 0.068827 -0.54 0.592 -0.17183 0.097965 

Ur L1. 0.131538 0.226598 0.58 0.562 -0.31259 0.575662 

 L2. -0.09665 0.226469 -0.43 0.67 -0.54052 0.347221 

Ir L1. -0.23444 0.420502 -0.56 0.577 -1.05861 0.589733 

 L2. 0.093747 0.42191 0.22 0.824 -0.73318 0.920674 

Fdi L1. -0.00104 0.002415 -0.43 0.667 -0.00577 0.003694 

 L2. -1.5E-05 0.002394 -0.01 0.995 -0.00471 0.004677 

Bci L1. 0.018245 0.042882 0.43 0.67 -0.0658 0.102292 

 L2. -0.01276 0.04308 -0.3 0.767 -0.09719 0.071679 

Hdi L1. -104.733 157.7523 -0.66 0.507 -413.922 204.456 

 L2. 80.42498 158.0029 0.51 0.611 -229.255 390.105 

 _cons 8.072531 4.559663 1.77 0.077 -0.86424 17.00931 

ur Ahi L1. -48.1214 32.84883 -1.46 0.143 -112.504 16.2611 

 L2. 37.95941 33.7808 1.12 0.261 -28.2498 104.1686 

Gdp L1. -0.00096 0.001838 -0.52 0.601 -0.00456 0.002641 

 L2. -0.00072 0.001872 -0.38 0.702 -0.00439 0.002954 

Infr L1. 0.006947 0.01987 0.35 0.727 -0.032 0.045891 

 L2. -0.00318 0.020119 -0.16 0.875 -0.04261 0.036257 

Ur L1. 0.944946 0.066237 14.27 0 0.815125 1.074768 

 L2. -0.00702 0.066199 -0.11 0.916 -0.13676 0.122731 

Ir L1. -0.03956 0.122917 -0.32 0.748 -0.28048 0.201349 

 L2. 0.002511 0.123328 0.02 0.984 -0.23921 0.24423 

Fdi L1. -0.00058 0.000706 -0.82 0.412 -0.00196 0.000804 

 L2. 0.00043 0.0007 0.61 0.539 -0.00094 0.001801 

Bci L1. -0.00107 0.012535 -0.09 0.932 -0.02564 0.023496 

 L2. -0.00337 0.012593 -0.27 0.789 -0.02805 0.021314 

Hdi L1. 67.20267 46.1125 1.46 0.145 -23.1762 157.5815 

 L2. -45.5517 46.18576 -0.99 0.324 -136.074 44.97071 

 _cons -4.56212 1.332833 -3.42 0.001 -7.17442 -1.94981 

 _cons -4.56212 1.332833 -3.42 0.001 -7.17442 -1.94981 
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ir Ahi L1. -6.00641 17.10069 -0.35 0.725 -39.5231 27.51032 

 L2. 5.020785 17.58586 0.29 0.775 -29.4469 39.48843 

Gdp L1. -2E-05 0.000957 -0.02 0.983 -0.0019 0.001855 

 L2. -0.00029 0.000975 -0.3 0.765 -0.0022 0.001619 

Infr L1. 0.003307 0.010344 0.32 0.749 -0.01697 0.023581 

 L2. 0.004168 0.010474 0.4 0.691 -0.01636 0.024695 

Ur L1. 0.001789 0.034482 0.05 0.959 -0.06579 0.069373 

 L2. 0.005781 0.034462 0.17 0.867 -0.06176 0.073326 

Ir L1. 0.950183 0.063989 14.85 0 0.824767 1.075599 

 L2. 0.016113 0.064203 0.25 0.802 -0.10972 0.141949 

Fdi L1. -4.3E-05 0.000368 -0.12 0.908 -0.00076 0.000678 

 L2. 7.31E-05 0.000364 0.2 0.841 -0.00064 0.000787 

Bci L1. -0.00395 0.006525 -0.61 0.545 -0.01674 0.008838 

 L2. -0.00506 0.006556 -0.77 0.44 -0.01791 0.007789 

Hdi L1. 6.636462 24.00558 0.28 0.782 -40.4136 53.68654 

 L2. -4.98918 24.04372 -0.21 0.836 -52.114 42.13564 

 _cons 0.611045 0.693856 0.88 0.379 -0.74889 1.970977 

fdi Ahi L1. 423.8216 2997.981 0.14 0.888 -5452.11 6299.756 

 L2. -1607.12 3083.038 -0.52 0.602 -7649.76 4435.526 

Gdp L1. -0.02228 0.167761 -0.13 0.894 -0.35109 0.306522 

 L2. -0.17653 0.170884 -1.03 0.302 -0.51145 0.158401 

Infr L1. -1.07778 1.813437 -0.59 0.552 -4.63205 2.476489 

 L2. -0.09154 1.83615 -0.05 0.96 -3.69032 3.507252 

Ur L1. -4.2739 6.045165 -0.71 0.48 -16.1222 7.57441 

 L2. -0.21696 6.041713 -0.04 0.971 -12.0585 11.62458 

Ir L1. -3.35123 11.21812 -0.3 0.765 -25.3383 18.63588 

 L2. -8.08696 11.25567 -0.72 0.472 -30.1477 13.97375 

Fdi L1. 0.913078 0.064438 14.17 0 0.786781 1.039375 

 L2. -0.02264 0.063853 -0.35 0.723 -0.14779 0.102508 

Bci L1. -0.14753 1.14399 -0.13 0.897 -2.38971 2.094647 

 L2. -0.09223 1.149276 -0.08 0.936 -2.34477 2.160313 

Hdi L1. 4461.752 4208.502 1.06 0.289 -3786.76 12710.26 

 L2. -1726.35 4215.188 -0.41 0.682 -9987.97 6535.263 

bci Ahi L1. -93.4089 157.2205 -0.59 0.552 -401.556 214.7377 

 L2. 62.07219 161.6811 0.38 0.701 -254.817 378.9614 

Gdp L1. -0.00171 0.008798 -0.19 0.846 -0.01895 0.015534 

 L2. -0.00118 0.008962 -0.13 0.895 -0.01874 0.016385 

Infr L1. 0.042852 0.095101 0.45 0.652 -0.14354 0.229245 

 L2. -0.1233 0.096292 -1.28 0.2 -0.31203 0.065431 

Ur L1. -0.02707 0.317022 -0.09 0.932 -0.64842 0.594286 

 L2. -0.3304 0.31684 -1.04 0.297 -0.9514 0.290592 

Ir L1. -0.44377 0.588302 -0.75 0.451 -1.59682 0.709278 

 L2. 0.328143 0.590271 0.56 0.578 -0.82877 1.485054 

Fdi L1. -0.00093 0.003379 -0.27 0.784 -0.00755 0.005698 

 L2. 0.001813 0.003349 0.54 0.588 -0.00475 0.008376 
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Bci L1. 0.852638 0.059993 14.21 0 0.735053 0.970222 

 L2. -0.15617 0.060271 -2.59 0.01 -0.2743 -0.03804 

Hdi L1. -32.6743 220.7029 -0.15 0.882 -465.244 399.8954 

 L2. 113.6941 221.0535 0.51 0.607 -319.563 546.951 

 _cons -4.05827 6.379183 -0.64 0.525 -16.5612 8.444696 

hdi Ahi L1. 0.08012 0.033634 2.38 0.017 0.014199 0.146041 

 L2. -0.08262 0.034588 -2.39 0.017 -0.15041 -0.01483 

Gdp L1. 7.50E-06 1.88E-06 3.98 0 3.81E-06 1.12E-05 

 L2. -6.73E-06 1.92E-06 -3.51 0 -1.1E-05 -2.97E-06 

Infr L1. 8.07E-06 2.03E-05 0.4 0.692 -3.2E-05 4.79E-05 

 L2. -1.9E-05 2.06E-05 -0.91 0.361 -5.9E-05 2.16E-05 

Ur L1. 0.000067 6.78E-05 0.99 0.323 -6.6E-05 0.0002 

 L2. -7.2E-05 6.78E-05 -1.06 0.291 -0.0002 6.12E-05 

Ir L1. 0.000102 0.000126 0.81 0.416 -0.00014 0.000349 

 L2. -7.6E-05 0.000126 -0.6 0.546 -0.00032 0.000171 

Fdi L1. -7.07E-07 7.23E-07 -0.98 0.328 -2.12E-06 7.10E-07 

 L2. 7.60E-07 7.16E-07 1.06 0.288 -6.44E-07 2.16E-06 

Bci L1. -3.7E-05 1.28E-05 -2.9 0.004 -6.2E-05 -1.2E-05 

 L2. 3.07E-05 1.29E-05 2.38 0.017 5.46E-06 0.000056 

Hdi L1. 0.407199 0.047214 8.62 0 0.314661 0.499737 

 L2. 0.59342 0.047289 12.55 0 0.500735 0.686105 

 _cons 0.001228 0.001365 0.9 0.368 -0.00145 0.003902 

  

Based on the impulse response functions, a shock to GDP generates a small, immediate positive effect 

on affordable housing that quickly dissipates. In contrast, shocks to inflation and unemployment trigger 

initial negative responses in affordable housing, indicating that unexpected rises in these indicators may 

adversely impact housing affordability in the short run. The effects of all shocks diminish and become 

statistically insignificant over time, illustrating that their influence is transient rather than permanent 

Figure 1: Impulse Responses of the Affordable Housing Index (AHI) to Economic Shocks 

 

 

 

 

 

 



                                                                                          e-JURNAL PENYELIDIKAN DAN INOVASI VOL.13 NO. 1 

      2026 

 

295 

 

Figure 2: Forecast Error Variance Decomposition of the Affordable Housing (AH) 

 

 

 

Based on the Forecast Error Variance Decomposition (FEVD) results, the Affordable Housing (AH) is 

predominantly driven by its own shocks across all time horizons, accounting for the vast majority of its 

forecast error variance. This indicates strong internal persistence and that AH is largely self-determining 

in the short to medium term. Among external economic indicators, shocks to GDP, Foreign Direct 

Investment (FDI), and the Human Development Index (HDI) explain a small but growing fraction of 

the variance in AHI over time, though their combined contribution remains limited relative to its own 

innovations. In contrast, shocks to variables such as interest rates (IR), inflation (INFR), unemployment 

(UR), and business confidence (BCI) contribute minimally to fluctuations in affordable housing, 

confirming their limited influence as external drivers in the system 

 

The findings from the Vector Autoregression (VAR) model confirm a robust and dynamic 

relationship between Nigerian economic development indicators and affordable housing, aligning with 

extant literature while also revealing context-specific nuances. The exceptionally high R-squared values 

(e.g., 0.9999 for AHI and HDI) indicate that macroeconomic stability and human development are 

critical drivers of housing affordability, consistent with Zhuchenko, Kubaščikova, Samoilikova, 

Vasylieva, and D’yakonova (2023), who emphasized the role of economic growth in shaping social 

protection expenditures, including housing. Similarly, the significant explanatory power of GDP (R² = 

0.9922) and FDI (R² = 0.9769) supports Akinwande, Hui, and Dekker (2024), who identified economic 

vitality and investment flows as prerequisites for effective affordable housing strategies in Nigeria. 

However, the negative long-run relationship between green finance (GBF) and affordability contrasts 

with global paradigms that advocate sustainable finance as a catalyst for housing development (Alhajri, 

2022). This divergence may stem from structural inefficiencies in Nigeria’s green finance allocation, as 

noted by Ebekozien, Aigbavboa, and Samsurijan (2024), who critiqued the misalignment between 

technological adoption and localized housing needs. Furthermore, the minimal short-term impact of 

variables like inflation and unemployment on housing affordability contradicts Olayiwola and Ajala 

(2022), who found strong socio-economic correlations in Nigerian housing quality, suggesting that 

macroeconomic shocks may be absorbed by informal housing mechanisms or mitigated by kinship 

networks, as observed in border communities by Oladehinde, Dada, Olowoporoku, and Adeniyi (2023). 

The overall model fit underscores the interdependence of economic and housing systems, reinforcing 

Umana, Garba, Ologun, Olu, and Umar (2024)’s call for integrated policy frameworks. Yet, the findings 

challenge Owotemu, Daniel, and Abubakar (2022)’s emphasis on public-private partnerships as a 

standalone solution, highlighting instead the primacy of macroeconomic stability and targeted fiscal 

policies, as advocated by Adedeji (2023). Thus, while the model validates the theoretical linkages 

between economic development and housing, it also exposes the limitations of transplanting 

international models without adapting to Nigeria’s unique institutional and economic landscape. 

The findings significantly advance the theoretical understanding of housing-economy linkages 

in developing contexts by demonstrating the applicability and robustness of the Vector Autoregression 

(VAR) framework in capturing the dynamic interdependencies between macroeconomic indicators and 
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affordable housing. The exceptionally high explanatory power (R² > 0.80 for all variables) challenges 

simplistic unidirectional economic models and reinforces Sims (1980) and Lütkepohl (2005), who 

proposed that economic systems are best analyzed as interconnected networks where variables like GDP, 

FDI, unemployment, and housing affordability simultaneously influence and are influenced by each 

other. The near-perfect variance explanation for AHI and HDI (R² = 0.9999) extends theories of the 

human development–capital formation nexus (e.g., Zhuchenko et al., 2023) by empirically validating 

that housing affordability is not merely an outcome but a core component of socioeconomic 

development systems. This provides a nuanced theoretical foundation for integrating housing into 

mainstream economic models, particularly in emerging economies where traditional theories often 

overlook housing’s recursive role in economic stability. 

Practically, these results offer policymakers and stakeholders a validated tool for simulating 

policy impacts. The high forecasting precision (low RMSE) enables reliable predictions of how changes 

in GDP, FDI, or unemployment might affect housing affordability, allowing for proactive rather than 

reactive housing interventions. For instance, investment authorities can use these insights to time FDI-

driven housing projects to coincide with periods of economic expansion for maximum effect. The strong 

fit of the model also suggests that interventions aimed at improving human development (e.g., education, 

health) will have direct, measurable benefits for housing affordability, advocating for cross-sectoral 

policy integration. Conversely, the model warns that economic shocks (e.g., rising unemployment) will 

rapidly propagate to the housing sector, highlighting the need for buffer mechanisms such as housing 

subsidies or social protection programs during downturns. Through quantifying these relationships, the 

study provides an evidence-based framework for designing targeted, efficient, and synergistic economic 

and housing policies that align with Nigeria’s development goals, ultimately enhancing resource 

allocation and strategic planning efficacy 

 

 

CONCLUSION  

This study demonstrates that housing affordability in Nigeria is deeply intertwined with macroeconomic 

dynamics, as evidenced by the Vector Autoregression (VAR) model’s robust explanatory power across 

key indicators such as GDP, FDI, HDI, and inflation. By empirically validating the recursive relationship 

between economic development and housing systems, the findings extend existing theories of human 

development and capital formation, while also challenging conventional assumptions about the role of 

green finance and public-private partnerships in emerging economies. The exceptionally high R-squared 

values underscore that housing affordability is not a peripheral outcome but a central component of 

socioeconomic stability, reinforcing the need to integrate housing into mainstream economic models. 

Practically, the study provides policymakers with a reliable forecasting tool for simulating the impact 

of economic shocks and investment flows on housing affordability. The evidence highlights the 

importance of macroeconomic stability, targeted fiscal policies, and cross-sectoral interventions 

particularly in education, health, and social protection as levers for improving housing outcomes. At the 

same time, the divergence between Nigeria’s experience and global paradigms cautions against the 

wholesale adoption of international models without adaptation to local institutional realities. Ultimately, 

the research advances both theory and practice by positioning housing affordability as a critical driver 

of sustainable development in Nigeria. It calls for integrated policy frameworks that align economic 

growth strategies with housing interventions, ensuring that resource allocation is efficient, context-

sensitive, and capable of fostering inclusive urbanization. In doing so, the study contributes to a deeper 

understanding of housing-economy linkages in developing contexts and offers a pathway toward more 

resilient and equitable housing systems. 
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