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Abstract 

 
Housing microfinance is emerging as an important financial activity to 
help alleviate the housing needs of economically vulnerable people around 
the world. Micro Finance Institutions (MFIs) are offering housing services 
to their clients and trying to be an attractive and practical alternative to 
traditional finance. It is also an economically viable complement to more 
established microfinance services. MFIs that are planning to include 
Housing Product must carefully assess whether they have the management 
and technical capacity to do so. Further MFIs should also ensure that 
housing microfinance suits within their strategy from institutional and 
financial perspectives. The objective of this article is to give practical 
guidance to the MFIs in adopting the housing program in addition to the 
existing line of microfinance services. Further this article give inputs about 
the market study, profiling the customers, product design, pricing of the 
product, affordability of the clients, income assessment, loan assessment, 
operational procedures, risk coping mechanisms and technical backup 
guidance. 
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Introduction 

 
Housing is one of the most serious challenges facing developing countries socio-

political economy today. In Indian context, the Central Government in the year 

1998 announced that the National Housing and Habitat Policy will provide 

'Housing for All', with an emphasis on extending benefits to the poor, vulnerable 

and the deprived.  However, in developing countries there is no appropriate 

credit supply for housing finance for low and moderate income groups.  
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A particularly promising avenue in the recent trend is the incorporation of 

housing micro-loans into the programs of successful MFIs with proper 

institutional and financial technical backups. Advantages for MFIs on housing 

finance include portfolio diversification, mortgage liens, real collateral 

guarantees, and a new clientele. Providing a product with such clear demand 

and proper technical assessment gives MFIs an advantage in newly competitive 

micro credit markets. On a systemic level, portfolio diversification helps avoid 

the concentration of housing lending in large. Further the MFI requires capacities 

and systems to assess the quality and management of housing loan portfolio. 

 
Demand Assessment 
 
MFIs attempting to estimate potential client demand and marketplace 

opportunities for housing microfinance or for any proposed microfinance 

service, experience a tenuous task.  Presumably, a key purpose of rural housing 

demand study is to generate information that will guide the product design 

process.  Such information should notably include assessments of the potential 

market size and composition, client preferences and competitive environment. 

 
The potential demand for housing microfinance stems from a positive 

determination that affordability, need and willingness to borrow co-exist within 

the marketplace. Affordability is a function of a client’s capacity to pay, the 

projected cost for a proposed housing intervention, and the loan terms. 

Willingness to borrow could eventually be expressed as a percentage of the total 

target clientele. Finally, the MFI should identify the range of housing needs that 

the potential clients are interested in financing. 

 
Client surveys, MFI records and focus groups are useful tools that a MFI can use 

in assessing potential demand.  CHF International suggests that MFIs interested 

in matching housing need with demand for financially viable loans conduct a 

Potential Client Baseline Survey, Housing Stock Assessment and a Housing Cost 

Estimate. 



Customer Profile 
 
After conducting the market study, the MFI can decide on the target segments. 

The target customer of a MFI can fit into three broad categories. 

 

 The first category comprises of salaried people who includes 

workers/laborers up to the level of supervisors working in any 

cottage/agriculture or any other rural industries. Also those permanent 

employees working with small or medium sized formal/non formal 

organization for the past three years. 

 The second category includes, self employed non professionals like petty 

traders, shop keepers, farm equipment traders, etc. These non 

professionals should be in the existing line of business for a minimum 

period of five years.  

 The third category include small and marginal farmers with own lands. 

Also farmers doing agriculture in leased land with some immovable asset 

security can be considered. 

 
In addition to profiling the customers, the MFI has limitation on basic eligibility 
criteria like: 
 

 The Age of the applicant and the Co applicant shall be in between 18 to 55, 

but at any point of time the loan tenure should not exceed their age of 58. 

The age of the applicant and the co-applicant can be verified with the 

School or Birth certificate, Electoral & Ration Cards. 

 The applicant should be the resident of that locality for a minimum period 

of three years. The address proof can be verified with the Electoral, Ration 

cards & other house utility bills. 

 The identity of the applicants can be verified with Voters Electoral Card, 

Ration Card and Bank Pass Book. 

 



 For self employed, to confirm their presence in the market, the MFI can 

cross verify with the shop establishment license and also verifying their 

utility bills. For this category, we can also extract information’s from the 

reference candidate about the number of years in relationship, business 

volumes, market reputation, payment habits etc. 

 
Housing Products 
 
In Indian scenario, MFIs can diversify its loan portfolio into the following 

categories of Housing Products. The housing loan products include  

 House Repair 

 Home Improvement 

 New House Construction 

 Land Purchase 

 Infrastructure Loans 
 

The House Repair can be accommodated in the SHG model and is mostly used 

for housing repairs and maintenance for individual households. The average 

loan term is one to three years and a specified sum upto 475$for rural and semi-

urban areas.  

The Home Improvement fits in the SHG model and is mostly used for house 

improvement for individual households. The customer can add one or two 

rooms in their existing house. The average loan term is three to five years and a 

specified sum upto 950$.  

The New House Construction fits in with both the SHG and Individual 

approaches and finances the construction of a new house by Individual 

households or by community groups. The average loan term is five to ten years 

with a sum upto 1800$.  

The Land Purchase predominantly fulfills SHG programs for both serviced and 

un-serviced for individual households, and community groups.  



The Infrastructure Loans can be used predominantly in SHG programs for the 

delivery of infrastructure and services for individual households. 

 
Pricing 
 
In principle, pricing a financially viable housing microfinance loan should be no 

different than pricing any other microfinance product.  The effective annual 

interest rate a provider charges to its clients should reflect the  costs of operations 

for the service to the clients, the financial costs of procuring funds for the 

housing loans, cost of inflation, cost of default and the profit.  The rate should 

also be offset by investment and other income generated outside of lending 

operations. As Rosenberg demonstrated, a simplified pricing formula for 

microfinance loans can be used by the MFI to assess yield of the product before 

marketing the product. 

 
 
 
Where (R) is the annualized effective interest rate which will be a function of five 

factors each expressed as a percentage of outstanding loan portfolio. The five 

factors include: administrative expenses (AE), loan losses (LL), and the cost of 

funds (CF), desired capitalization rate (K) and investment income (II).   

 
The resulting interest rate should allow the MFI to cover all operational and 

financial costs, capitalize its portfolio at the desired level and, if applicable, 

provide a return to its investors. 

 
Affordability Analysis: 
 
The affordability analysis is an important part of the analysis an MFI should go 

through before it can launch a housing micro finance service.  The MFI is ready 

to look at affordability when it has acquired an understanding of capacity to pay, 

established a basic range for loan terms (including notably security requirements, 

                R = (AE + LL  +  CF  +K  -II) / (1 -  LL) 



repayment period, and interest rate), and assessed the costs for the housing 

interventions it believes clients will require.  A housing microfinance loan is 

affordable when the MFI projects that clients will be able to finance their housing 

needs under terms that contribute to overall financial viability.   

 
 For MFIs interested in assessing whether clients will be able to afford a range of 

housing interventions perceived to be in demand, the affordability of a loan will 

be a function of the following variables: (1) the clientele’s estimated capacity to 

pay and (2) the loan repayment terms (including most notably repayment period 

and financially viable loan pricing). The process for housing micro finance 

affordability analysis can be summarized as follows: 

 

 In first phase, the MFI should conduct a sensitivity analysis for each 

proposed improvement, solving for the monthly loan amount, given a set 

interest rate.  The repayment period will be the variable.  Note that this 

assumes both loan amounts and repayment period can fluctuate within a 

range, the MFI finds acceptable.  

 The MFI can introduce an additional dimension to the analysis by testing 

affordability for different area of the square feet.   

 The MFI should compare resulting monthly loan payment amounts with 

the target clients’ estimated capacity to repay.  

 From this analysis, the MFI will be able to determine, for each 

improvement, the percentage of potential clients who will be able to 

afford a loan, repayment tenure and the Rate of Interest (RoI).  

 

The Table - 1 shows what the result of a basic affordability analysis for MFIs 

planning to initiate housing loan products.   

 
 
 



Table - 1 
Affordability Analysis Table 

 
 

Square 
Feet 

Minimum 
rate/sqft 

$ 

Total 
Cost 

$ 

Loan 
Amount 

$ 

ROI 
monthly 

rest 

EMI for 
36 

months 
$ 

Net 
Income 

$ 

EMI for  
48 

months 
$ 

Net 
Income 

$ 

EMI for 
60 

months 
$ 

Net 
Income 

$ 

500 7 3571 2857 18% 103 206 83 167 72 145 

450 7 3214 2571 18% 92 185 75 151 65 130 

400 7 2857 2285 18% 82 165 67 134 58 116 

350 7 2500 2000 18% 72 144 58 117 50 101 

300 7 2142 1714 18% 61 123 50 100 43 87 

250 7 1785 1428 18% 51 103 41 83 36 72 

200 7 1428 1142 18% 41 82 33 67 29 58 

Note: 
1. Loan Amount = 80% of Total Cost 
2. Net Income = Gross Income – Other debt commitment 
3. Equated Monthly Installments (EMI) = Net Income * 50% 

 
The affordability analysis can help the MFI estimate income thresholds for each 

anticipated housing intervention, based on its estimate of clients’ capacity to pay 

and interest rates that are consistent with its financial planning.  From client 

demand surveys (or based on its prior knowledge of the targeted clientele), the 

MFI should be in a position to compare the required income for each 

intervention with a income distribution tables for the target population.  The 

results of this analysis (taking into account of estimated willingness to borrow 

for housing finance) should yield a basic estimate of potential demand for 

various loan sizes.   

 
Income Assessment 
 
For housing loans, determining the loan amount to be sanctioned much depends 

on the income level of the applicant. Assessing the applicants’ income is very 

difficult in the rural areas, because there won’t be any salary certificate or income 

tax returns which are essential to avail loans from mainstream housing 

institutions.  



Majority of the rural population is poor and their income depends upon 

agriculture and allied operations that are irregular and highly dependent upon 

the climatic variations. To tackle this problem, the MFIs can develop their own 

mechanism for assessing the income level of the family. Experienced persons and 

properly trained staffs of the MFIs have to be involved in income assessment and 

judging the borrowing & repaying capacity before sanctioning housing loans. 

While extracting the data, make the client feel free to reveal the actual facts that 

will decide the repayment capacity and external debt burdens. After availing the 

information pertaining to the housing loan customer, the following formula that 

can be used for calculating the Gross Income of the customer: 

Gross Income  
 

= Average  annual Agriculture income (previous 3 season 
average)  +  Average income from allied activities (12 month 
average)  +  Income from other sources (coolie) 

 

For extracting average annual income, average income from allied activities and 
income from other sources, the following steps to be followed. 
 
Step – 1 : Calculating the Average Annual/Monthly Agriculture Income 

 

Name of  the   
crop 

 No of 
acres 

Yield  
(kg / acre) 

Market Price 
($/ kg) 

Gross 
Income ($) 

Less Cost of 
Production 

Net income 
($) 

Season – 1 
Paddy 
Banana 
Others 
Season – 2 
Paddy 
Banana 
Others 
Season – 3 
Paddy 
Banana 
Others 

      

Average Income      (Total/3/12) 

         
 
 



Step – 2 : Calculating the 12 month Average Income from Other Sources 
 

Month Animal Income from 
Main Product ($) 

Income from 
By-product ($) 

Income from Sale of 
animal ($) 

Total Income 
($) 

January  i. cow/buffalo 
ii. poultry 
iii. sheep/goat 
iv. others 

    

February      

March      

April      

May      

June      

July      

August      

September      

October      

November      

December      

Average     (Total/12) 

 
Step – 3 : Calculating the 12 month Average Income from Allied Activities 
 

Month  Type of activity No of man 
days 

Wage per day 
($) 

Total income 
($) 

January Coolie/Mason/Seasonal Labour/Others     

February     

March     

April     

May     

June     

July     

August     

September     

October     

November     

December     

Average    (Total/12) 



Determining the loan eligibility: 
 
The loan eligibility of the customers can be based on the type of property funded, 

quality & nature of income of the customer, quality and value of collateral and 

repayment track record of the housing loan customer. Further loan to income 

ratio and loan to value ratio can be taken into consideration before sanctioning 

rural housing loan to avoid risks. 

 
i. Loan to Income Ratio: 

It is defined as the percentage of loans extended against the income level of the 

family (includes both applicant and co applicant). Let’s assume the MFI requires 

that no more than 50% of household Net monthly income should go towards 

housing loan repayments. The Net monthly income is arrived by deducting the 

total monthly debt burden excluding Housing from the Gross Monthly Income. 

For considering loan to a rural customer, the Debt Service Coverage Ratio 

(DSCR) should be a minimum of 1.5 to reduce repayment risk. 

 
The eligibility of loan amount based on Income level can be calculated by taking 

into account of the following parameters. 

 

Average Monthly Gross Family Income – 
Monthly outside debt payable excluding HL 

= Monthly Net family Income 

Monthly Net Family Income x 50%  = Equated Monthly Installments 
(EMI) Payable  

EMI Payable x No. of installments = Eligible Loan Amount 

 

ii. Loan to Value Ratio 

It is defined as the percentage of loans extended against the valuation of the 

property. It is calculated based on the COST of the property or Market Value. 

Apart from the income criteria, the worth of the building and the market value of 

the land and building have to be determined, while calculating the loan amount 



to be sanctioned. For sanctioning a housing loan, the total cost of the proposed 

infrastructure including the value of the land along with the existing structure by 

adding additional cost required for completion of the work.  

 
The eligibility of loan amount based on value of the property can be calculated 

by taking into account of the following parameters. 

 
HL Construction = 80% of cost of construction 

HL Extension = 80% of cost of extension  
or 
40% of the total cost of the property which ever is lower 

HL Repairs & 
Maintenance 

= 80% of cost of improvements 
or 
25% of the total cost of the property which ever is lower. 

 
The Loan amount shall be determined by including both the income level and 
the worth of the property.  
 

Eligible Loan 
Amount 

= Loan to Income Ratio or Loan to Value Ratio  

Viz. 
Which ever is lower 

 
Operational Procedures  
 
The various activities involved in the process of sales and credit of a potential 
housing loan customer is given with time frame in the flow chart given below. 
 
i. Process Flow in Sales 
 

Sl. 
No 

Activity Time 
Taken in 
Days 

1. Walk in customer or Customer by reference or existing customer making 
query about the Housing Product 

- 

2. Sales person detailing the Housing Products and gives the list of 
Documents to be given by the Customer for applying for a loan. He also 
issues the application form if the customer profile is satisfactory 

1 

3. The customer applying for a loan and submitting the photo copy of all 
the documents 

1 

4. The Sales Officer fixes the date of his field visit to the customer place  0 



5. The Sales officer visiting the customer place and do the exercise of 
extracting the details like personal and family details, occupation, 
income and expenditure, investment habits, Property details, loan 
requirements 

1 

6. On the same day the officer visit the proposed construction area and do 
the assessment like area of the plot, stage of the construction, Square feet 
of the building or basement, boundaries of the property, sanitation 
facility, market value of the property, road access, resale value of the 
property etc 

0 

7. Preparation of Pre-Loan verification field visit report 1 

8. Login the file along with the field visit report and all the photo copy of 
the land documents 

 

 
ii. Process Flow in Credit 
 

Sl. 
No 

Activity Time 
Taken in 
Days 

1. Sales Person/Field Officer login the file along with the field visit 
report and verify all the photo copy of the land documents 

1 

2. Basic scrutiny of the file to verify whether the application form is 
completely filled and all the set of documents satisfy the institution 
requirements 

1 

3. If the file is satisfactory it will go for the next level otherwise the file 
will be handed over to the sales person. This decision will be taken on 
the same day 

0 

4. The Know Your Customer (KYC) formalities have to be cross verified. 
The customer previous track record with other financial institutions 
has to be checked 

1 

5. The Credit Manager has to take a decision on the file based on the 
KYC and field assessment report on the same day. If the KYC is not 
satisfactory and the customer past record is GREY, then the file will be 
rejected 

0 

6. Loan Processing which includes verification of bank statement, income 
proof, loan repayment track record, about the co-applicant, guarantor 
and reference details, business activity etc. Technical verification 
includes scrutiny of land document, plan of the building, estimate of 
the building etc which also has to be done by the Credit Manager 

1 

7. Decision has to be taken whether the income level and other factors 
falls in the institution criteria or not 

0 

8. The file has to be forwarded to the Licensed Panel of Engineers for 
valuation of the property and the proposed building 

5 



9. Based on the Engineer Valuation report, decision will be taken by the 
Credit Manager whether to proceed with the file or not. If any 
clarification required the file will be forwarded to the sales person 

1 

10.  The Land Document, Non encumbrance certificate, title deed etc has 
to be forwarded to the Panel of Legal advisor for Legal Opinion 

3 

11. Based on the Legal Opinion, the Credit Manager takes the decision. If 
the legal opinion is negative the file will be rejected and will be 
informed to the customer and the sales person 

1 

12. If the legal opinion is positive, Loan Eligibility has to be calculated and 
the Sanction Memo is prepared and send to the Management for  its 
approval 

1 

13. Approval by the Management 1 

14. Sending the Sanction Letter to the customer 1 

15. Accepting of the signed copy of the sanction letter and all the original 
documents. 

5 

16. Forward the file to the Branch Manager for Loan Disbursement. 1 

17. TOTAL NUMBER OF DAYS 23 

 

Technical Assistance 

 
Traditional mortgage finance in developing countries funds the purchase of 

complete, newly built standard units. These loans are easy to process and require 

little hands-on technical assistance because housing micro-credit funds self-help 

home improvement and expansion as well as new or progressive construction of 

basic core units, it may require additional technical assistance.  

 

The technical assistance includes review and evaluation of home improvement 

plans and costs, title verification, construction monitoring, and the use of 

progressive payments based on construction inspections. Without this support, 

borrowers may exacerbate already precarious living conditions by failing to meet 

technical specifications or finish their project. Thus, housing microfinance 

lenders may require supervision or technical assistance to diminish the project 

risk.  

 



 
In addition, housing micro-lenders must often orient borrowers in selecting 

contractors and developing construction plans. This technical assistance risks 

imposing substantial costs on the financial institution that cannot be borne by the 

margins expected of home lending. Alternatively, financial institutions 

sometimes use NGOs to provide this construction-related technical assistance as 

well as package loans at much lower cost.  In contrast, other financial institutions 

that work with low-income housing borrowers can appoint an architect as staff 

to make site visits and review construction plans.  

 
Along with technical verification, post loan verification is required to ensure the 

construction process is completed without external borrowings. Regular follow-

ups can be made to establish a rapport with the customer, thereby making 

regular loan repayments. 

 
Risk Backup 
 
MFI can introduce suitable housing loan linked insurance products with 

established Insurance Companies in order to overcome any major risks to the 

customer and to the asset, thereby securing the MFI loan portfolio. The Insurance 

package should cover the following risks. 

 

 Accidental injury causing death/Disability to the customer – the claim 
should cover the loan amount  

 Loss of Building due to natural calamities or man made disaster – the 
claim should cover the loan amount 

 Domestic appliances, TV, VCR, Audio systems due to natural or man 
made disasters – the claim should cover 50% of the asset loss 

 
 
 
 
 
 



Conclusion 
 
The prime importance for MFIs involving into housing finance include portfolio 

diversification, mortgage liens, real collateral guarantees, and a new clientele. 

Before implementing housing loan, the MFI has to initiate rural housing demand 

study to generate information for designing housing loan products. The potential 

demand for housing microfinance depends on customer’s affordability, need and 

willingness to borrow. The affordability analysis helps the MFI to estimate 

income thresholds of the customer before sanctioning the housing loan. 

 
The capacity of the field officer requires critical assessment and judging the 

borrowing & repaying capacity before sanctioning housing loans. Before 

sanctioning a housing loan, type of property, quality & nature of income of the 

customer, quality and value of collateral and repayment track record of the 

housing loan customer have to be taken into account. Also loan to income ratio 

and loan to value ratio have to be calculated before sanctioning rural housing 

loan to avoid risks. 

 
Providing technical assistance from pre to post construction activities will reduce 

additional construction cost from the customer, thereby reducing risks on the 

repayment. MFI can maintain quality rural housing portfolio by regular follow-

up by Field Officers for credit counseling. Housing related insurance backups 

can be provided for to cover external risks. 
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