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Overview

Lagos
The disappointing performance
of the Nigerian economy in the
first half of the year indicates
how heavily reliant on oil
production the economy still is.
The H1 performance and delayed
passage of the 2018 budget do
not bode well for the country’s
growth prospects for 2018. On
the positive, average inflation
is expected to continue the
downward trajectory, expected to
reach 12.2% in 2018 compared
to 16.5% recorded in 2017.

Notable recent events
Nigerian Senate approved
US$ 2.8 billion Eurobond sale request
Nigeria named top regional
improver on JLL Global Real Estate
Transparency Index 2018
Preparations for 2019 general
(presidential and legislative) elections
underway
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Market Overview

Investment Market

The Nigerian economy started off
the year on the back foot with GDP
growth falling to 2.0% y/y in Q1 and
declining further to 1.5% y/y in Q2.
Low oil outputs were a major driver
of the poor economic performance. It
is worth noting the gradual rebound
in the non-oil economic activity
which was driven by increased fiscal
spending and lower price pressures.
However, the delay in the passage
of the 2018 budget led to delays
in implementation of government
projects aimed at improving the
economy. The World Bank cut its
growth forecast for Nigeria from 2.1%
to 1.9%, mainly due to the reduction
in oil production levels. Interestingly,
the Nigerian Federal Government is
a bit more optimistic and forecast
economic growth to reach 3.5% in its
2018 budget. At its Q3 2018 meeting,
the central bank kept the policy rate
unchanged at 14% and it is likely to
remain unchanged for the remainder
of the year.

Despite being the largest economy on
the African continent, Nigeria still has
a long way to go in terms of real estate
market development. The Nigerian
real estate market remains illiquid
with very few investment transactions
taking place or recorded. The last real
estate sale transaction recorded by
Real Capital Analytics was in 2015.
Nonetheless, the West African nation
is the top regional improver in terms
of market coverage and valuation
quality according to the latest JLL
Global Real Estate Transparency
Index. This will hopefully translate into
more real estate investments in the
market.

Occupational Market
The real estate market in Nigeria
has seen minimal growth in 2018
with rental rates for both retail and
office space hovering around the
same levels as last year. Vacancy
rates remain high due to decreased
demand for retail and office space
given the difficult economic
environment. Occupier activity,
following the recent economic
recovery from a recession, has been
quite slow and cautious.

Outlook
The Nigerian economy is expected
to continue to improve in the short
term as economic activity picks up
and business and investor confidence
improves. However, the upcoming
elections may slow economic
activity. The proposed draft budget
for 2019, which emphasises fiscal
consolidation, bodes well for the
economy considering the rising
concerns about Nigeria’s debt levels.
On the real estate front, we expect
to see more office stock come into
market as some of the current
developments come to completion.
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In numbers

Population1

12.6
million

GDP Growth2

Wealth/capita

1.8%

US$ 1,913

1

Nigeria National Bureau of Statistics 2Oxford Economics

Office

371,000m2

Investment grade office stock

US$ 700-820/m²/annum
Prime rents

Retail

232,000m2

modern formal shopping malls

Investment

9-/0%

prime office yield

US$ 400-500/m2/annum
anchor tenants

US$ 750-850/m2/annum
line shops
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Lagos
Offices

Office stock

Vacancy rate

371,000m

2

Investment Grade

40-50%

Rent

Rental outlook

US$ 700-820/m²/annum

Investment Grade Ikoyi and Victoria Island

US$ 450-500/m²/annum
Investment Grade Mainland

Overview
Overall, the office market in Lagos
continued to struggle in the first three
quarters of 2018. This is evident in
the high vacancy rate and the rental
reversions that were recorded. The
vacancy rate was slightly lower this
year, recording a decline of about 5%
compared to the same period last year.

Demand
Occupier activity gained a bit of
momentum in 2018, however this was
slower than expected. Many real estate
participants expected marked changes
in take-up and the vacancy rates since
the economy had exited a five-quarter
long recession. Occupiers have
remained cautious in terms of deciding
whether to take on more space or
moving to new offices. Nonetheless,
this is not surprising as there is a lag
between economic recovery and real
estate activity. Demand for office space
is expected to improve as business
activity continues to recover.

Supply
Office stock increased in the past
few months with two developments
coming to completion and adding
just under 11,000m2 of space to
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the market. Alliance Place, which is
occupied by African Capital Alliance
and International Finance Corporation
(IFC), is one of the recently completed
developments. Current developments
in the pipeline include Madina Tower,
Cornerstone HQ and Kingsway Tower.
Building costs recorded a significant
increase in 2017, however, overall
building costs have since been on a
decline since the economic recovery
was announced and due to the
stable foreign exchange rate. This has
motivated the continuation of some
of the development projects that were
placed on hold in the previous year.

Performance/Cost
Rental performance has been
disappointing in 2018, but this is
largely driven by the low demand for
office space. The low demand has
led property owners to give more
incentives, including lowering rental
rates, in order to retain and attract
tenants and remain competitive in
a difficult environment. Rental rates
remained fairly unchanged, however,
rental reversions were recorded in some
areas. We do not expected rentals to
change markedly in the short term given
the lag between economic recovery and
real estate recovery.

Stable

Recent completions
Desiderata
4,000m2
Alliance Place
6,956m2

Pipeline developments
Kingsway Tower
13,300m2
Madina Tower
8,100m2
Cornerstone HQ
12,000m2

Key deals
Tek Experts – Wings Office Complex
2,000m2
International Finance Corporation
(IFC)— Alliance Place
Axxela Group – Wings Office Complex
1,000m2
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Lagos
Retail

Shopping malls
2

232,000m

Wealth

US$ 1,913

Investment Grade

Rent

Rental outlook

US$
400-850/m²/annum
Investment Grade

Source: Oxford economics

Overview

Supply

The macroeconomic conditions
are gradually improving with the
declining consumer prices and stable
exchange rate. However, consumer
spending remains weak despite signs
of improvement. These conditions
have made landlords grant rental
concessions, incentives and reduced
rentals to retain occupancy and attract
new tenants.

In the previous year, many retail
developments, including Royal
Gardens Mall (29,441m²) and Palms
Mall (40,000m²) expansion, were put
on hold due to the high building costs
which have since been in a decline.
Surprisingly, the retail developments
have not been resumed. This may
be related to the significant supply
of shopping centres in Lagos. Retail
supply increased with the completion
of smaller format retail centres
including Atlantic Mall, Lennox Mall and
Trocadero Square, all located in Lekki
which opened earlier in the year. The
introduction of new stock in the market
is expected to slow due to a slowdown
in the development pipeline.

Demand
Despite the recent economic
difficulties, there have been a few key
international retail entrants in the past
12 months, such as Krispy Kreme and
Miniso. The international retailers have
plans to open more stores across the
country. Miniso, a Japanese-based
designer brand, has taken up some
good space in several malls across
Lagos. We expect retail performance
and demand for retail space to
continue this positive trend on the back
of the economic recovery and a lower
inflation rate.

Lagos City Report | 2018

Performance / Cost
Although retail centres in Lagos
witnessed declining footfalls in the
past year, this has improved given the
stabilisation of the exchange rate and
improved consumer purchasing power
due to easing inflationary pressures.
Developers are rethinking the retail real
estate models by building smaller, cost
efficient and well located centres with
lower, sustainable rents, where mostly
indigenous line shops can survive and
tap into the mass market potential of
the country.

Stable

Largest shopping malls
Novare Lekki Mall
22,000m2
Festival Mall
11,000m2
Circle Mall
14,876m2

Pipeline developments
Royal Gardens Mall
30,000m2
Twin Lakes Mall
48,000m2
Landmark Boulevard
8,000m2

Retail entrants
Krispy Kreme in Ikeja City Mall
Miniso in multiple locations
Filmhouse IMAX Cinema in Circle Mall
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Lagos
Hotels and Hospitality

Tourism

Demand

Supply

Performance

Nigeria’s tourism sector is
still in the developmental
stages and is largely
undiversified. International
and regional business travel
remains the dominant
segment.

There are signs of
confidence in the
medium-to-long term with
demand fundamentals
beginning to improve,
particularly in relation to
oil and gas prospects.

Lagos’ hotel supply
accounts for an
estimated 35% of room
stock in Nigeria. With an
estimated 52% of this
supply being unbranded.

Occupancy has improved
from 50% in 2017 to 55%
in 2018, with ADR on an
upward trend in local
currency (NGN 49,021
vs. NGN 46,845.

Investment
As the largest economy in Sub-Saharan
Africa, Nigeria is slowly exiting a
recession off the back of improving oil
production. Lagos is a key investment
destination as the commercial capital
of this important economy in West
Africa. Investment fundamentals
are improving, such as relaxation of
exchange rate policy, the rising oil price,
and declining inflation trend.
Investment into the sector has primarily
been development focused over the
last decade. However, the challenging
trading conditions over the past three
years have seen many projects be put
on hold or being cancelled altogether,
as well as several distressed assets
entering the market.
The recovery in the sector is beginning
to gain momentum and drive liquidity,
with new projects being planned. Nondistressed assets are also entering the

market, with owners looking to recycle
capital into the hospitality or other sectors.
Outlook
The market has seen a relatively
strong recovery during the past twelve
months, albeit off a low base, with most
hotels reporting stronger occupancy.
The challenge for the sector is that
hotels have had to shift their contracted
room rates from US Dollars to Naira,
which given the subsequent weakening
of the Naira to US Dollar, has put
significant pressure on room rates
in US Dollar terms and profitability.
We anticipate that once market
occupancies recover beyond 60%,
pricing power will begin to return to
hotels and contracts will begin to shift
back into US Dollars, presenting upside
potential in the medium term. Until this
point, market pricing remains elastic,
with a stronger US Dollar ADR being
critical for achieving relative yields
given the high cost of construction.

Recent completions

Pipeline developments

Golden Tulip Oniru Suites

Chelsea Hotel Ikoyi

Legend Hotel Lagos Airport

Hilton Transcorp Ikoyi

Radisson Blu Ikeja

Pullman Ikoyi

Despite this, the outlook is positive,
with the recovery expected to continue
through 2018 despite the country
gearing up for elections in early 2019.
While the outcome of these elections
will shape the recovery trend beyond
this point, we still expect positive
momentum through 2018 and into 2020.

Quick Facts

1.26 million
International arrivals in 2015

680

New rooms expected (2018-2020)

55.2%

*Occupancy ▲ 7.8%

NGN 49,021
*Average Daily Rate ▼ 6.2%

NGN 27,039
*RevPAR ▲ 1.1%

*Source: STR Global, 2018
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17A Ozumba Mbadiwe Road
Victoria Island, Lagos, Nigeria
+234 1 7001340
With other regional offices in

Johannesburg, Nairobi, Dubai, Abu Dhabi, Riyadh, Jeddah, Al Khobar, Cairo and Casablanca
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+234 1 7001342
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