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Abstract: 

Purpose: The study aims to examine the key determinants for the selection of housing finance 

providers in the context of affordable housing customers of urban region. The study has examined the 

the impact of cost, convenience, confidence and service quality on selection of housing finance 

providers. 

Design/Methodology/Approach: 228 respondents from affordable segment households from urban 

area of one of the fastest growing economies of the world were surveyed with the help of structured 

questionnaire and with a response rate of 91 percent.  

Research Findings: The factors extracted from this study are cost, confidence, convenience and 

service quality which support the research model of Kotykhov (2005). It is observed that cost is the 

major determinant for selecting housing finance providers by affordable housing segment customers, 

compared to other factors. 

Research Implications/Limitations: The findings of this study are helpful to the housing finance 

providers, governing agencies of Indian Housing Finance System, regional government and research 

scholars.  

Originality/Value: This research study seeks to provide insights into the affordable segment 

customers’ preferences as well as priorities when selecting housing finance providers. More 

specifically, it contributes to have better understanding about the basic issues associated with the 

selection of housing finance providers. 

Keywords: Affordable Segment, Cost, Gujarat, Housing Finance Providers, Housing Finance, 

Service Quality. 

1. Introduction: 

House, a basic requirement of human beings, is an asset which helps in creation of wealth and social 

status for a family. However, house involves highest amount of investment of a family as every 

family wants the facilities in house as per their capacity. It makes the investment in house relatively 

highest among all the investments. Consequently, low income households face issues of living in 

deprivation of housing or slum housing especially in urban areas. An affordable housing customer is 

specially the focused category worldwide to overcome from housing shortage in the urban areas, 

where the low-income group people is facing chronic issue. In India, 80.7 million persons, amounting 

to 26.7% of total poor people in the country live in urban areas and constitute nearly one-fourth of the 
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urban population (MHUPA, 2007). Policy makers and the housing industry alike are oriented towards 

affordable housing in order to develop an inclusive housing finance sector. The builder community 

and the lending institutions have awakened to the huge market potential for the affordable housing for 

lower income households. It made the housing shortage estimates down to 18.8 million units by 2012 

from 24.7 million units by 2007 mainly in urban areas. The total shortage of housing by 2012 is 

maximum from the economically weaker sections (EWS) with 10.5 million units followed by the 

lower income groups (LIG) with 7.41 million and middle-income group (MIG) with 0.82 million. The 

housing shortage figure for the year 2012 is chronic in urban areas than in rural areas.  

Liberalization of the housing finance sector has smoothened the way for rapid growth of housing 

finance in India. Over the years, the mix of market orientation of housing finance system and an 

enabling regulatory framework has provided the much desired growth in the housing market. Lower 

lending rates, stable property prices, rising personal incomes and tax incentives for owner occupied 

homes have contributed to an increase in the demand for housing finance in India. Still a way ahead, 

to perform for the housing finance sector in India. Major players of housing finance sectors are 

scheduled commercial banks (SCBs) and housing finance companies (HFCs) followed by Co-

operative banks. Competition made the market very competitive for housing finance providers. The 

demand scenario indicates that major demand of housing finance is from affordable segment. The 

affordable customer segment has their limited sources and expectation and it makes them separate 

from other customers. The exposure of housing loan selection determinants of affordable segment, the 

policy makers could have better exposure and can provide possible solution to fill the gap to 

overcome an issue of housing shortage.  

1.1 Concept of Affordable Housing: 

The concept of ‘affordable housing’ means to arrange housing where the strata of people belonging to 

lower category of income can have the suitable housing facility without having  any financial stress 

(Milligan, Housing, & Housing, 2004). Still the term ‘affordability’ is somewhat ambiguous. The 

meaning of term ‘affordability’ is an easy concept to grasp in general, but can be hard to identify in 

practice, especially where changing circumstances of individuals and households over time (Paris, 

2007). Moreover, affordability can be experienced by household types in different ways; that is, 

through the employment, health, transport and other consumption trade-offs that have to be made by 

singles, sole parents and couples with children as they adapt their circumstances to high housing costs 

and/or low income (Gabriel, Jacobs, Arthurson, Burke, & Yates, 2005).  

In India, the definition of ‘affordable housing’ also covers household income, repayment capacity, 

area of house etc. Basically, affordable segment customers consist of three specified income level i.e. 

Economic Weaker Section (EWS), Low Income Group (LIG) and Middle-Income Group (MIG) in 

India. The report of task force appointed by Ministry of Housing and Poverty Alleviation (Kundu, 

2011) has specified numerous definitions adopted in India by different state governments and 

institutions.    
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2. Literature Review:  

This section provides the bird’s eye views of the previous empirical research studies (Dhillon, 

Shilling, & Sirmans, 1987; Sa-Aadu & Sirmans, 1995; Zineldin, 1996; Talaga & Buch, 1998; James 

F. Devlin, 2002; Kotykhov, 2005; Sigala et al., 2006; Mylonakis, 2007; Paiella and Pozzolo, 2007; 

Frangos, Fragkos, Sotiropoulos, Manolopoulos, & Valvi, 2012) carried out in the area of mortgage 

providers’ selection. The detailed reviews of each of these prior studies are discussed as shown under: 

An empirical study by Dhillon et al. (1987) analyzed the impact of pricing and borrowers’ 

characteristics on the selection of mortgage agreement. Their study found that FRMs (Fixed-Rate 

Mortgages) and margin on ARMs (Adjustable Rate Mortgages) were vial in the selection decision of 

mortgage product, while borrowers’ characteristics were found insignificant antecedents of their 

selection. 

Sa-Aadu & Sirmans (1995) developed a multinomial logit model of mortgage selection which 

explicitly considers mortgages as differentiated products. This study has set two key objectives: a) is 

the impact of price variables on the selection the same across alternative mortgage contracts (i.e. 

ARMs and FRMs)? And b) Do borrowers’ characteristics influence the selection when mortgages are 

considered as differentiated products? However, the findings of this study revealed that the impact of 

price variables on choice differs across alternative mortgage contracts. That is, there was an inverse 

relationship between prices and probability of selecting a contract of a particular maturity. 

Furthermore, it was noticed that there were significant differences in borrowers’ response to mortgage 

contracts of different maturities. In simple, more mobile and younger borrowers tend to use short term 

mortgages. Whereas high income borrowers do not prefer short-term mortgages, but their income 

level raises the selection probabilities of different ARMs over FRMs.  

Zineldin (1996) investigated the main factors influencing the selection of mortgage providers with 

valid responses from 179 respondents out of 300 samples. The outcomes of this study are that the 

speed of service, preciseness in management of transactions and user-friendly environment are the 

major factors, although the importance of locality, cost and convenience cannot be ignored as far as 

the selection of mortgage providers are concerned. 

Talaga & Buch (1998) focused on the process by which customers select among the various mortgage 

instruments as the literature concerning real estate does not point out how customers of mortgage 

instruments make trade-off among various mortgage instruments by considering five variables: 

number of points, extra fees, lender’s reputation, mortgage type and period of mortgage. With 

conjoint analysis, it was noticed that customers had different preferences for different mixes of 

mortgage instruments. Based on the results, it was recommended that mortgage instruments can be 

tailored to different market segments of borrowers. 

Paiella and Pozzolo (2007) attempted to examine the determinants of households’ selection between 

FRM (Fixed Rate Mortgage) and ARM (Adjustable Rate Mortgage) contracts in Italy. The findings 

showed that most household characteristics proxying for exposure to other risks (i.e. non-mortgage 
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related), while for individual, risk aversion are not relevant for the selection. More specifically, it 

depends on the relative price of mortgage products and households liquidity. Taken together, lower 

payment at initial period is considered highly by the ARM customers by in goring the risk attached 

with ARM contract.  

Devlin, J. F. (2002) attempted to analyze the customer choice criteria in home loans market in the UK 

by surveying 4,200 participants. The study considered demographic factors like gender, community, 

financial maturity and household income in order to investigate the selection of mortgage provider. In 

addition to this, professional advice, interest rate, lending amount, other account, previous mortgage, 

branch location, discounts, recommendations, specific type, cash back, product range, 

image/reputation and service quality were also taken into account for the investigation purpose. The 

findings of this study highlighted that professional advice and recommendations were the most 

selective criteria, while service quality appeared to be non-significant in the selection of mortgage 

products. 

Kotykhov (2005) sought to indenify the determinants affecting customers’ selection among alernative 

suppliers of mortgage products with a valid response from 180 respondents. The outcomes of this 

study suggested that 1) cost related factors (like interest rate, borrowing limit and applicaion cost) and 

2) one service related factor (like speed of decision) were determinants for the selection of mortgage 

providers. However, brand related factors (like bank reputation and recommendations) were found to 

be insignificant in their choice. 

Lymperopoulos, Chaniotakis and Soureli (2006) tried to understand bank customers’ buying 

behaviour about the selection of mortgage loans by approaching 1,092 bank customers residing in the 

greater area of Athens. The results of Exploraory Factor Analysis highlighted that four distinct factors 

namely product attributes, access, communication and service quality were the main factors 

influencing their selection decision for mortgage products.  

Mylonakis (2007) examined market segmentation factors as well as bank customer atitudes and 

beliefs towards housing loans with a sample of 183 respondents in the area of Athens. The findings 

derived from this study are that cost components of mortagage, charecteristics of mortage product 

mix, bank’s credibility, helping attitude towards customer and quality of bank employee were the 

influential factors in case of housing loan provider selection. 

Frangos et al. (2012) studied the factors affecting customers’ decisions for loan selection with 277 

respondents from Greek. The results of Logistic regression indicated that personal marital status, 

customer service, shop design and interest rates were the most significant predictors when taking 

loans from the bank. 

The above review highlights many studies which have been undertaken for selection of bank and 

mortgage provider. However, very few studies have been conducted in the Indian context. 

Specifically, studies regarding affordable segment customers with urban area are not still touched 

upon. Thus, the objective of this research is to study the key determinants and its impact on the 
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selection for housing finance providers in the context of affordable housing segment customers of the 

urban areas of Gujarat. 

3. Research Model:  

In order to identify the key determinants for the selection of mortgage providers, researcher has 

designed the following proposed research model considering the research model of Kotykhov (2005). 

However, items included in variables of Kotykhov’s (2005) model were minorilly modified to best 

suit the purpose of this study. Proposed model consists of four independent variables (viz. cost, 

confidence, convenience and service quality) with one dependent variable (i.e. selection for housing 

finance provider). However, proposed research model, as shown in Figure 1, aims to examine the 

impact of these four independent variables on dependent variable in the context of affordable housing 

segment customers of urban areas of Gujarat.  

 

 

 

 

 

 

Figure 1: Proposed Research Model 

4. Hypotheses Development: 

Based on the objectives of this study, the following hypotheses were formulated: 

H1: Cost has a significant impact on affordable segment customers’ selection of housing finance providers. 

H2: Convenience has a significant impact on affordable segment customers’ selection of housing finance 

providers. 

H3: Confidence has a significant impact on affordable segment customers’ selection of housing finance 

providers. 

H4: Service quality has a significant impact on affordable segment customers’ selection of housing finance 
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5. Research Methodology: 

The attributes and questionnaire for mortgage selection applied by kotykhov (2005) and  Ashfaq, 

Mahmood, & Farooq, (2012) is adopted for housing finance product selection in urban areas for 

affordable segment customers. Empirical analysis is based on an extensive survey of 250 affordable 

segment urban households from Gujarat, The survey was done in the time span between the January 

to December 2014 in which 91% response rate was received. The survey was carried out with the help 

of structured questionnaire by conducting personal interviews with adult member (decision-maker) 

from each household.  

From the purpose of the research study, Gujarat had been chosen as one territorial area for conducting 

research. For effective sampling, Gujarat was divided into four regional zones and from each zone, 

one district was selected considering the customers of urban area (i.e. city) which were Ahmedabad, 

Mehsana, Junagadh and Vapi. In order to cover samples of affordable segment customers, income 

group criteria and affordable segment criteria had been taken into accounts which are already 

mentioned in Task Force Report. This report has specified the affordable segment criteria for EWS 

(i.e. Economically Weaker Section) and LIG (i.e. Low-Income Group) for urban areas. However, for 

finalizing MIG (i.e. Middle-Income Group) category in this study, West Bengal State Policy and 

KPMG Group Policy were considered which are also specified in the Task Force Report, 2012. Table 

1 summarizes affordable segment customers’ criteria and income group criteria considered in this 

study: 

Table 1: Income Group Criteria and Affordable Segment Customers’ Criteria 

Income Group Criteria 

Income Category  Group Urban 

Below Rs. 7,500  EWS Affordable 

Housing 

Customers 

Rs. 7,501 to Rs. 15,000 LIG 

Rs. 15,001 to Rs. 30,000 MIG 
 

Affordable Segment Customers’ Criteria 

Category  EWS / LIG MIG 

Size 
300-600 sq. ft. carpet area Not exceeding 1200 sq. ft. 

carpet area 

Cost 

Not exceeding 4times 

household gross annual 

income 

Not exceeding 5 times 

household gross annual 

income 

EMI / 

Rent 

Not exceeding 30% of 

gross monthly income 

Not exceeding 40% of 

gross monthly income 

(Source : Task Force Report 2008) 

6. Data Analysis and Interpretation: 

6.1 Demographic Profile of Housing Loan Applicants: 

The housing finance is mostly taken by male applicants (70%) as having main income in any family, 

whereas less applicant are of female applicant. The registration, mortgage duty (tax) and special 

female applicant relief in interest rate made such increase in female participation.  Most applicant are 

married and majority are engaged in own business or private job as a main source of income. 62 % 

applicant had less than graduation education whereas only 6.58% had post-graduation found in 

providers. 
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applicants. Most applicant found in the MIG (89%) category whereas no EWS category customer 

found under the survey. 

Table 2: Demographic Profile of Housing Loan Applicants 

Demographic 
Variable 

Category Frequency Percentage 

Gender* 
Male 160 70.18 
Female 68 29.82 

Marital Status 
Married 182 79.82 
Unmarried  21 9.21 
Divorced/ Widowed 25 10.96 

Source of  
Main Income 
Occupation 

Own Business 87 38.16 
Govt. Job 42 18.42 
Private Job 83 36.40 
Professional 10 4.39 
Agriculture Income & Other 6 2.63 

Education 
Qualification 

Up to SSC 46 20.18 
Up to HSC/ Diploma / ITI 97 42.54 
Up to Graduate 70 30.70 
Up to Post Graduate & Above 15 6.58 

Monthly  
Income Range 

Rs. 7,501 to Rs. 15,000 25 10.96 
Rs. 15,001 to Rs. 22,500 140 61.40 
Rs. 22,501 to Rs. 30,000 63 27.63 

Note: * First applicant is considered in case of co-applicant.  

(Source: Primary Survey) 

The distribution of affordable housing finance customers of Scheduled Commercial Banks (SCBs), 

Housing Finance Companies (HFCs) and other housing finance providers (co-operative banks) found 

as 56 % loans from housing finance companies followed by scheduled commercial bank 37% loans. A 

majority applicant (88%) has taken floating rate interest rate loan.  

Table 3: Type of Interest Rate / Bank in Housing Finance 

 Type of Interest Rate / 

Bank 
SCBs HFCs Others Total 

Floating Rate 75 109 16 200 

Fixed Rate 9 18 1 28 

Total Loans 84 127 17 228 

Percentage (36.84) (55.70) (7.46) 100 

(Source : Primary Survey) 

6.2 Reliability Analysis: 

Reliability testing is an essential part in order to prove internal reliability of the items that used in the 

scale and hence Cronbach’s Alpha Test of Reliability was performed. According to (Hair et al., 1998), 

Cronbach’s Alpha should be 0.700 or above. All items of given four variables achieved the threshold 

value of Cronbach’s Alpha, thus showing high internal consistency among the studied variables (refer 

Table 4). 



[184] 

International Journal of Business Research and Management Practices in Global Environments (ISSN: 2473-4047) Volume-1, Issue-1 (2017)   
 
 

Table 4: Reliability Statistics (Cronbach’s Alpha) 

Variables  
No. of 

Statements 

Cronbach’s 

Alpha 
Overall Cronbach’s Alpha 

Cost   5 0.881 

0.817 
Service Quality  2 0.852 

Confidence  3 0.861 

Convenience  3 0.890 

6.3 Exploratory Factor Analysis (EFA): 

Exploratory factor analysis (EFA) is applied on the responses provided by the respondents. Factor 

analysis is a set of techniques, which by analyzing the correlation between variables, reduces their 

number into a few factors that explain much of the original data more economically (Nargundkar, 

2005). Before performing PCA (Principal Component Analysis) for factor analysis, Kaiser-Meyer-

Olkin (KMO) Measure of Sampling Adequacy and Bartlett’s Test of Sphericity are performed. 

Table 5: KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy 0.761 

Bartlett's Test of Sphericity 

Approx. Chi-Square 1818.116 

df 78 

Sig. 0.000 

 

Table 5 summarized that the value of KMO was 0.761 with a significance level of 0.000 (p = 0.000 < 

0.01) for the hypothesis testing that correlation matrix is an identical matrix under Bartlett’s Test of 

Sphericity, thus indicating that data is deemed to be fit for subsequent statistical analysis. While 

performing factor analysis, Varimax Rotation Technique was utilized and factor loading above 0.500 

was considered. Initial Communalities was above 0.595. Further, factor with Eigen value more than 

1.000 was taken into consideration. Table 6 depicts factor loadings, communalities, Eigen value, 

percentage of variance and cumulative percentage of variance. 

Table 6: Factor loadings, Communalities,Eigen Value, % of Variance, Cumulative % of 

Variance 

Description of Variable 
Component 

Communalities 
1 2 3 4 

Loan term and conditions 0.935    0.797 

Cost of interest 0.837    0.757 

Loan amount 0.763    0.637 

Loan initial cost 0.754    0.687 
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Prepayment charges 0.750    0.595 

Liberal loan approval  0.914   0.865 

Ease of contact”  0.886   0.855 

Combined with other product  0.880   0.919 

Recommendations   0.895  0.828 

Reputation of bank   0.881  0.839 

Bank safety and reliability   0.821  0.691 

Fast decision making    0.914 0.883 

Counsel in paper work    0.913 0.794 

Eigen Value 3.398 2.481 2.426 1.840  

% of Variance 26.141 19.086 18.662 14.152  

Cumulative % 26.141 45.227 63.888 78.040  

Note: Extraction Method: Principal Component Analysis. 

Rotation Method: Varimax with Kaiser Normalization. 

a. Rotation converged in 5 iterations. 

However, based on the EFA results, it was observed that four factors were extracted which were 

found consistent with the study of Kotykhov (2005). These all the four factors collectively explained 

78.04 percent of total variance (refer Table 6). First factor, explaining 26.141 percent of total 

variance, contained 5 statements with factor loadings greater than 0.500. Out of these five statements, 

four statements were from the construct ‘Cost’ while one statement was from ‘Service Quality’. Based 

on this, first factor was labeled as “Cost”. Second factor was loaded with all the statements from the 

construct “Convenience” with 19.086 percent of variance explanation. Thus, this factor was named as 

“Convenience”. While third factor, accounted for 18.662 percent of total variance explained, was 

made up of three variables from the construct “Confidence” with factor loadings above 0.500. 

Therefore, this factor was named as “Confidence”. While fourth factor comprised all the statements 

that were from the construct “Service Quality”. This factor accounted for 14.152 percent of variance. 

Accordingly, this factor was labeled as “Service Quality”. 

6.4 Regression Analysis: 

Regression analysis is carried out to check the relationship between dependent and independent 

variables using SPSS version 20.0. The result derived from regression analysis reversals the 

significance of regression model and its explanatory power.  

Table 7: Model Summary 

Model R R2 Adjusted R2 Std. Error of the Estimate 

1 0.797a 0.636 0.629 0.36439 

a. Predictors: (Constant), Cost, Convenience, Confidence, Service Quality 



[186] 

International Journal of Business Research and Management Practices in Global Environments (ISSN: 2473-4047) Volume-1, Issue-1 (2017)   
 
 

Results of regression analysis signify that there is 63.60 percent variance found in selection of 

housing loan provider is studied by four independent variables. There is an impact of other extraneous 

variables which constitute 36.40 percent from the above table  

Table 8: ANOVAa 

Model Sum of Squares Df Mean Square F Sig. 

1 

Regression 51.701 4 12.925 97.340 0.000b 

Residual 29.611 223 0.133   

Total 81.311 227    

a. Dependent Variable: Selection of Housing Finance Provider 

b. Predictors: (Constant), Cost, Convenience, Confidence, Service Quality 

From the above table, value of F is 97.340 and is significant (p=0.000) which indicates that the 

research model is fit for the study. It reveals that all the independent variable are having direct 

significant impact of dependent variable. Moreover, the results also showed that all the independent 

variables i.e. service quality (p = 0.000), confidence (p = 0.000), convenience (p = 0.000) and cost (p 

= 0.000) have significant impact on dependent variable i.e. selection of housing loan provider. 

Table 9: Co-efficient 

Model 

Unstandardized 

Coefficients 
Standardized 

Coefficients 

Beta 

t Sig. 

Collinearity 

Statistics 

B Std. Error Tolerance VIF 

1 (Constant) -0.370 0.144  -2.565 0.011   

Cost 0.319 0.029 0.479 10.944 0.000 0.853 1.172 

Convenience 0.176 0.026 0.288 6.740 0.000 0.894 1.118 

Confidence 0.193 0.028 0.297 6.808 0.000 0.860 1.163 

Service Quality 0.127 0.031 0.174 4.124 0.000 0.922 1.085 

a. Dependent Variable: Selection of Housing Finance Providers 

As summarized in Table 9, it is observed that cost is having strong positive relationship with the 

selection of housing loan provider (βcost = 0.479). It describes that if one-unit change in cost would 

make change in bank selection by 0.479. Furthermore, confidence and convenience are also having 

strong significant impact on selection of housing loan provider (βconvenience = 0.288; βconfidence = 0.297), 

thus indicating that with 1 unit increase in these both the factors, it will increase the chances of bank 

selection by 0.288 and 0.297 respectively. 

 However, service quality is found to have less impact (βservice quality= 0.174) as compared to other three 

factors on the selection of housing loan provider. It means that 1 unit increase in service quality will 

increase chance of bank selection by 0.174. Thus, supporting H1, H2, H3 and H4. While evaluating 
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collinearity statistics, to check multicollinearity, VIF and tolerance level has been checked and found 

that VIF is less than 2 which should be less than 10 and tolerance level found less than 1 which is 

acceptable in this study. 

7. Conclusion 

In the developing countries, where affordable segment housing finance customer’s economic situation 

is not stable, selecting a bank is an important decision. 250 questionnaires were distributed among 

these category bank customers. From this, 228 usable surveys were returned which demonstrated the 

positive relationship between all the studied variables. Affordable segment people of country like 

India are highly cost oriented consequently they like to always have low cost based housing loan. 

They prefer loans of those bank which offers lower interest cost, less initial cost and no prepayment 

charges.  

This study also reveals that people select those financial institutions as housing loan provider where 

they have more confidence. In detail their confidence is concerned, they are only conscious about the 

bank’s liberal approval and reputation of bank to overcome from possible cheating by hidden charges. 

The customers of housing loans prefer long term of loans to get higher amount loan within their 

limited income. They prefer providers who offer liberal cum less complex loan approval criteria. The 

selection of the housing finance provider depending on location of the bank and ease of understanding 

the terms and conditions were found to be significant variables in relation to convenience of customer 

of the urban affordable segment.  

The author found that affordable segment customers of the urban area basically not having much 

option to select housing loan providers many times because of eligibility issue, short term loan and 

lower amount of loan offered but when they have option to select, they give priority to cost, 

convenience and confidence. Nevertheless, service quality is also considered important variable 

derived from the research study.   

8. Limitations and Recommendations of the Study:  

There are two limitations of this research study. First, the data for this study is collected only from the 

bank customers of Gujarat only. That’s ‘why, the findings of this study cannot be generalized to the 

other states of India. So, in future, prospective researchers can do their researches in other states and 

compare the results of those studies with this study. Second, in the research study in order to increase 

the reliability of model new explanatory variable with regard to affordable segment customer may be 

incorporated to enhance its reliability.  
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