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Research of marginality of housing investment

The objective of this paper is to study the marginality of investment projects implemented by developers in
the housing investment market. The paper claims that currently there is no unified understanding of such catego-
ry as “marginality of housing investments” in economic theory and practice. Analyzing the etymology of the term,
the authors give their own understanding of the essence of this category in relation to the housing investment
market. It is shown that differences in quantitative estimates of projects’ marginality in the housing investment
market carried out in the framework of different studies indicate lack of a unified approach and necessity to form
a common methodological framework for calculating and planning marginality of housing investments. Based on
statistical analysis, it is shown that in the situation of transition to new conditions of financing housing construc-
tion, the housing investment market has not become less attractive for developers, which indicates that housing

investments are still highly marginal.
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INTRODUCTION

unambiguously understood scientific terminol-

ogy is a sign of a well-developed scientific the-
ory, its methodology and paradigm” [1], the authors
of this paper have focused their research on one of
the most debated categories of modern econom-
ics — marginality. Lack of a common understanding
of such an important economic category as margin,
presence of a multi-meaning interpretation of its de-
rivatives (marginal income, marginal profit) signals
the need and urgency of scientific research in this ar-
ea. The objective of this paper is to study the con-
cept of housing investments marginality and the fac-
tors influencing the marginality of investment projects
implemented by dealers in the housing investment
market.

The issues of investment efficiency in housing
construction have traditionally attracted the attention
of researchers and practitioners. The issues of as-
sessing the efficiency and profitability of investment
projects in housing construction remain a highly
topical issue of modern scientific discussions, one
of the key issues that requires the attention of
the scientific community being the management
of the margin of housing investment market devel-
opment projects.

The modern understanding of marginality was
formed as a result of a long historical process. First
ideas about the nature of price and value appeared
in antiquity, but the full development of the concept
of marginality occurred only at the end of the 19th
century. Scientific research devoted to marginalism
(which is a neoclassical theory of economic pro-
cesses based on marginal quantities (marginal util-
ity) in which demand and prices are determined by
subjective marginal estimates of the usefulness of
products'), introduced definitions of equilibrium
price values and output rate under various market

Fully agreeing with V.Z. Balikoev that “accurate

' Marginalism. The Great Russian Encyclopedia. URL: https://
bigenc.ru/c/marzhinalizm-f93054 (rus.).

structures, as well as the concepts of total and mar-
ginal revenue and costs into terminology. Subse-
quently, this theory became the basis of the method-
ology of the modern neoclassical trend of economic
theory, introducing mathematical methods into eco-
nomics.

Later, in the 20th century, scientists expanded
their understanding of marginality linking it to issues
of pricing, production planning, and cost manage-
ment. However, theoretical categories are often as-
signed different meanings depending on the sub-
ject under analysis, and these meanings may not
coincide with meanings used in practice. According
to V.Z. Balikoev, the concepts of margin and mar-
ginality in economic theory and Russian applied
economics may have different meanings due to ety-
mological confusion [2]. In economic theory, mar-
ginal income is understood as additional income
generated by an additional unit of sold goods. That
being said, the concepts of margin, marginal in-
come and marginal profit have also been utilized in
the theory and practice of management accounting
called direct-costing and are used in the marginal
analysis of companies’ activities in order to manage
costs. Within the framework of this approach, mar-
ginal income is understood as the difference be-
tween revenue from the sale of products or services
and variable production costs [3, 4].

This category has found its place in the theory
and practice of cost management in the investment
and construction sector [5, 6]. Modern understand-
ing of marginality in the field of housing investments
is associated with the development of the construc-
tion business and mortgage loan activity. The mar-
gin income indicator is often used as an indicator of
investment efficiency. In practice, developers define
marginal income as the difference between the in-
come from the sale of apartments and construction
costs (self-cost) throughout the life cycle of the proj-
ect [7].

Effective management of the revenue-cost ratio
is a key factor for a successful business develop-
ment. When implementing projects, it is necessary
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to constantly monitor cost structure and marginality in order to
avoid reducing the profitability of the enterprise and ensure its fi-
nancial stability. This, in its turn, requires to study the factors influ-
encing marginality of investment projects and assess their impact
on the final results of development activities.

DISCUSSION

According to the authors of this paper, the concept of marginal-
ity in the housing investment market (M,,,) can be viewed from two
perspectives:

1. Marginality of a development project which is the ultimate
profitability of development companies expressed by the ratio of
the difference between revenue from sold construction products
and total investment costs in housing construction to the sum of all
investment costs for implementation of a development project:

Revenue from housing sales —
—Housing Investment

Housing Investment

My, =

2. Marginality of housing investments which is the total return on
the activities of all subjects of the investment process expressed by
the ratio of the difference between the total revenue from construc-
tion products and total operating costs for housing construction to
the amount of investment costs for implementation of a develop-
ment project:

Total revenue from contractors sales —
—Total contractors operating costs

My, = -
fL Housing Investment

The first approach is based on profitability of a development
company implementing projects in the housing investment market,
the second approach is based on performance of all participants in
housing construction and, in fact, overall marginality of housing in-
vestments. The latter approach takes into account the fact that
the marginality of investment projects takes place at all stages of
development project implementation starting from investment con-
cept development, acquisition of land rights, completion of surveys
and development of project documentation and ending with
the sale of finished construction products (completed housing).
Therefore, the total income from housing investments will be made
up of the total expenses of all its participants including total operat-
ing costs. In case an investment project in the housing market is
implemented by a large development company with vertical inte-
gration of all production processes also incorporating all main func-
tions for making investments in the housing market, these two con-
cepts become nearly identical and quantitatively almost equivalent.

DATA

Estimated marginality of investment projects is the main criteri-
on for making an investment decision on implementation of devel-
oper’s plan. Actual marginality of the project is a prerequisite for
successful, effective functioning of the company in the real estate
market. It often happens, that erroneous approaches to evaluation
of the estimated marginality resulting from overestimating potential
gross income from a project or underestimating potential gross
costs of its implementation lead to a gap between the expected
and actual marginality of the project. This leads to a decrease in
financial stability of the developer, and often puts it on the verge of
bankruptcy.

The level of housing investments marginality can vary signifi-
cantly depending on the general economic situation and project
implementation conditions. According to the study (SNL Financial,
MPF Research)?, margin of development projects in residential real
estate market is quite high and takes the second place after
the margin of commercial real estate projects, surpassing projects
in the office or industrial real estate market. However, quantitative
estimates of marginality vary significantly. For instance, according
to the data given in the study?® average rate of return in residential
real estate is usually between 15 and 30 %. However, market re-
search firm IBISWorld highlights an average industry profit margin
at about 6 to 9 % and according to the National Association of
Home Builders (NAHB) the average net profit margin for residential
developers in recent years has ranged from 9 to 15 %. Such differ-
ences on the margin level of housing investments indicate the com-
plexity of quantifying profitability of activities in the housing invest-
ment market and the need to develop a unified methodological
approach for assessing and planning marginality of housing invest-
ments.

In Russia, the margin level in the construction business tradi-
tionally ranged from 12 to 18 %, which allowed developers to have
certain financial backup in case of market instability and rising con-
struction costs*. However, with the introduction of escrow accounts
and stricter rules for attracting funding, developers have encoun-
tered increased costs, which directly affects their marginality. An in-
crease in debt combined with the transition to project-tied lending
reduces overall margin level for many developers and creates risks
for projects’ sustainability.

In 2019, prior to the transition to a new financing mechanism
using escrow accounts, the current head of the Russian Ministry of
Construction, V. Yakushev, stated that developers would receive
project financing in case their margin between construction costs
and sale revenues is at least 20 %° [10]. The experts’ opinions on
these ideas were mixed. Most of them agreed that not all develop-
ers are able to ensure this level of marginality for their projects, as it
varies from 10 to 20 % and depends on a large number of factors.

Analysis of statistical data presented in the Unified Information
System of Housing Construction NASH.DOM.RF u® shows that
the period of steep decline in housing construction in 2020-2021
caused by adaptation of developers to the new project financing
mechanism with escrow accounts, was replaced by a period of
steady growth (Figure). Even changes in the macroeconomic situa-
tion, an increase in the cost of credit resources, and abolition of
preferential mortgages in Russia as a whole did not lead to a de-
crease in the volume of multi-apartment residential housing con-
struction.

After banks introduced stricter requirements for developers, it
created certain difficulties in construction companies work and cre-
ated some obstacles for new players to enter the market. Indeed, in
2020, there was a 10.9 % decrease in the number of developers

2 Cited by An Inside View on Real Estate Profit Margins. URL: https://www.realpage.
com/blog/an-inside-view-on-real-estate-profit-margins

3 Sheykin H. How to Enhance Profitability in Residential Projects? Finmodelslab. Au-
gust 6, 2025. URL: https:/finmodelslab.com/blogs/profitability/residential-development

4 Velesevich S. Developers’s margin: how much do developers earn on housing
sales. RBC-Real Estate. URL: https:/realty.rbc.ru/news/5d6f8ad99a79476b1e5c6¢c17
(rus.).

5 Burkovskaya N., Vermishev G. That's the margin. What determines developers’
profitability? Business Petersburg. October 23,2019. URL: https://www.dp.ru/a/2019/10/22/
Vot_takaja_marzha (rus.).

¢ Shared-equity housing construction, including those with escrow accounts project
financing. Unified Housing Information System NASH.DOM.RF. URL: https://Haw.nom.pd/
aHanuTVKa/noneBoe_CTPOUTENBLCTBO (rus.).
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Main indicators of multi-apartment residential housing construction in the Russian Federation (compiled by the authors according to the data

of NASH.DOM.RF)?

compared to 2019 (Table). However, banks’ consistent funding of
projects, which does not depend on sales, counter-balanced
the costs incurred by the transition to a new financial mechanism.
As of the end of 2023, according to the data from NASH.DOM.RF”":
the number of developers increased by 19.2 % compared to 2020.
Despite the fact that 2025 was predicted to be a critical year for
the construction industry as apartment sales had dropped signifi-
cantly due to the abolition of preferential housing and some experts
expected a massive bankruptcy of developers* 8, 139 new develop-
ers appeared on the housing construction market in the period be-
tween January — August 2025. While in 2019 a large housing con-
struction market developer had a market share of 6.5-7 % of
the total area under construction, in 2025 the biggest companies in
residential real estate construction have a market share of not more

7 Will developer bankruptcy become a trend in 2025. Unified Resource of Develop-
ers. February 20, 2025. URL: https:/erzrf.ru/news/stanet-li-bankrotstvo-zastroyshchikov-
trendom-v-2025-godu ; Experts: there is a risk of bankruptcy in the housing industry, but
primarily among small developers. Unified Resource for Developers. August 28, 2025.
URL: https://erzrf.ru/news/eksperty-risk-bankrotstv-v-zhilishchnoy-otrasli-yest-no-prezh-
de-vsego-u-nebolshikh-zastroyshchikov (rus.)

8 Trubiolina M. The number of bankrupt developers may increase by 2026. Rossiys-
kaya Gazeta. February 4, 2025. URL: https://rg.ru/2025/02/04/nanesli-riski.html (rus.).

than 3.5-4.5 % of the housing construction area. The majority of
companies in the market share by housing area are those with
a market share of up to 0.5 % of the total housing construction vol-
ume. These facts give evidence of positive changes in the structure
of the housing construction market which is inherently oligopolistic
and characterized by a large-scale localization of participants.
Based on the assessment of business activity conducted by
DOM.RF?, construction developers do not have any difficulties with
availability of contractors. Only 6 % of developers mentioned dete-
rioration in the level of competition in April 2025 compared to
the previous year. However, competition still causes developers
to lower marginality, especially in regions with low demand.
Despite the fact that overall situation is assessed by developers
to be worse than the previous year, the arrival of new players to
the market indicates the continued investment attractiveness of
the housing investment market, even if there are other considerably
attractive alternative investment instruments, for example, in the finan-
cial market. Consequently, the marginality of housing investments

¢ Assessment of business activity of developers in April 2025. DOM.RF. URL: https://
nom.pdp/upload/documents/20250203-otsenka-delovoy-aktivnosti-zastroyshchikov-aprel-
2025-komplekt-at.pdf (rus.).
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Quantity of developers with their market share by housing construction area between 2019 and August 31, 2025, in numbers (calculated

and compiled by the authors according to data from NASH.DOM.RF*)

2019 2020 2021 2022 2023 2024 31.08.2025

Quantity of developers, total items 2,440 2,175 2,208 2,379 2,591 2,593 2,732
Market share by total area < 0.5 %, items 2,416 2,150 2,187 2,354 2,566 2,570 2,708
Market share by total area 0.5-1.0 %, items 16 16 11 17 17 12 13
Market share by total area 1-1.5 %, items 5 6 5 3 3 5 7
Market share by total area 1.5-2.0 %, items - - 2 2 2 4 2
Market share by total area 2-2.5 %, items - 1 1 - 1 - -
Market share by total area 2.5-3.0 %, items 1 1 1 2 - - -
Market share by total area 3-3.5 %, items 1 - - - - 1 _
Market share by total area 3.5-4.0 %, items - - - - - 1
Market share by total area 4-4.5 %, items - - - - 1 1 1
Market share by total area 4.5-5.0 %, items - - — 1 _ _
Market share by total area 5.5-6.0 %, items - - 1 1 - - -
Market share by total area 6-6.5 %, items - 1 - - - -
Market share by total area 6,5-7,0 %, items 1 - - - - - -

remains at a fairly high level. In spite of all mentioned above, quan-
tifying profitability of housing investments presents a certain meth-
odological problem and requires additional research.

CONCLUSION

Attractiveness of any sphere of economy for economic agents
is determined by the potential profitability that an economic entity
can receive as a result of its activities. According to the authors, this
profitability can be characterized by a category called marginality.
However, currently there is no unified understanding of the essence
of this category in economic theory and practice. This article offers
the authors’ approaches to understanding profitability of housing
investments based on the specifics of this market. Conducted sta-
tistical analysis shows that despite the transition to project-tied
lending and the increase in the cost of loaned financial resources,
the main indicators of the housing construction market functioning,
after a slight decrease, demonstrate upward trends, the volume of
housing construction is growing, new players are entering the mar-
ket. The housing investment market has not become less attractive
for developers, which indicates that a high level of marginality of
housing investments has been maintained.

At the same time, it is shown that differences in quantitative esti-
mates of housing investment market projects’ marginality conducted

UccnepoBaHue MapXXuUHanbHOCTU
XWUULLHBIX MHBECTULUM

Llenbto paHHOM paboThl ABNSETCA UCCefoBaHWE MapXuHasb-
HOCTW MHBECTULIMOHHBIX NPOEKTOB, peanuayemMbix feBenonepa-
MW Ha pbIHKE XUNULLHbIX UHBECTULMI. B cTaTbe nokasaHo, 4To
B HacToslLLiee BpEMS B 9KOHOMUYECKONM TEOPUM U MPaKTUKe OT-
CYTCTBYET €QUHOE MOHUMaHWe KaTeropun «Map>XXvHanbHOCTb
XWUMULLIHBIX MHBECTULMIA>» . iccnepyst STUMONIOrM0 TEpMUHA, aB-
TOpbl AT CBOE MOHUMAHWE CYLLHOCTWU 3TOW KaTteropuv npwu-
MEHUTENBHO K PbIHKY XWUULLHbIX UHBECTULMIA. MMoKasaHo, 4To
pasnuynsa B KOIMYECTBEHHbIX OLlEHKaX YPOBHS MapXXWHasbHO-

in the framework of various studies indicate lack of a unified approach
and necessity to form a common methodological framework for cal-
culating and planning marginality of housing investments.
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