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Abstract 

During the epoch of past few decades many options of credit had developed in the society and 

also with the advent of retail banking, debt has taken different facets in the modern era. Today, 

even the government is encouraging people to take loans for certain purposes. A tax concession 

on housing loans is one of the indicators of this fact. Inflation coupled with massive changes in 

lifestyles, concept of nuclear families, demand for luxuries, call for status, vast set of unfulfilled 

requirements and availability of numerous options have evolved the pace of loan markets. 

However, the increasing trend has forced many people to borrow. The present study is an 

endeavour to identify the various factors and their extent that influence urban households to 

borrow home loans. Among all the reasons, the major contributor in the decision of borrowing 

home loan was family size and requirements followed by their desire to create wealth and secure 

their future. The least contributor among all reasons is easy availability of home loan.  
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Introduction 

During the epoch of past few decades many options of credit had developed in the society and 

also with the advent of retail banking, debt has taken different facets in the modern era. 

Moreover, credit market today has picked up a pace that is much more mature and transparent as 

compared to its counterpart in the past.  

Today, even the government is encouraging people to take loans for certain purposes. A 

tax concession on housing loans is one of the indicators of this fact. This is so because even the 

government recognizes that credit extension is an integral link in the transmission mechanism 
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that relays changes in monetary policy to changes in the total demand for goods and services and 

the rate of inflation. A change in interest rates by the monetary authority effect the level of credit 

extended to households, and this would ultimately influence aggregate demand. The availability 

of credit from reliable financial institutions could help channel resources into their most 

productive uses and so increase economic growth and prosperity. In addition, greater access to 

credit makes it easier for business enterprises to initiate new capital formation projects, augment 

stock levels and expand their activities. An increase in credit also plays an effective role in 

enticing customers to buy now, instead of postponing their buying for the future. Huge demand 

for products and services from customers pulls supply and thereby enhances production of the 

business houses, which ultimately leads to augmentation in Gross Domestic Product. Enhanced 

lending on several fronts contributes a lot in the economic development of the country. 

Inflation coupled with massive changes in lifestyles, concept of nuclear families, demand 

for luxuries, call for status, vast set of unfulfilled requirements and availability of numerous 

options have evolved the pace of loan markets. However, the increasing trend has forced many 

people to borrow. It has often been seen that many households or individuals opts to be indebted 

to meet their current requirements or to build up assets for future. 

 

Objectives of the Study 

The present study is an endeavour to fulfill the following objectives: 

1) To identify the various factors that influence urban households to borrow home loans. 

2) To analyze the extent of various factors due to which individuals borrow home loans. 

 

Literature Review 

The Housing Finance Manual for developing countries while targeting the group defines to 

whom the housing finance strategy is intended and made accessible defines, “Housing finance is 

the capital made available to a household to improve or acquire a house. Acquiring a house 

might mean building a house or buying one that has been built by someone else. The house 

might be bought from any of a number of sources, including the builder, another household or 

even a landlord and the seller may be an individual or an Institution. The amount of Housing 

Finance required will depend primarily on the gap between the cost of acquisition and the 

amount already available to the purchaser. However, demand can only become effective, if the 
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household is able and willing to borrow the amount. Its ability to borrow will depend on the 

terms of the loan as well as financial circumstances, its willingness is likely to depend upon its 

view regarding the value of the house or improvement. (Manual on Housing and Habitat Policy, 

1998) 

Prinsloo (2002) has defined debt (including household debt) as “an obligation or liability 

arising from borrowing money or taking goods or services „on credit‟, i.e. against an obligation 

to pay later.”  

A study based on household debt in Australia (Davies 2009) has revealed that “the 

increase in household debt is due largely to the sharp rise in housing debt. Several factors have 

contributed to the strong growth in housing debt over recent years, the principal one being the 

lower interest rates allow households to borrow more when they take out their housing loans.” 

“Even though housing is the largest asset owned by Indonesian households, most home 

owners intend to leave their houses to their children rather than to reap the benefits of rising 

house prices” (Santoso and Sukada, 2009). 

Uppal (2009) in a study made to analyze the trends and growth in the retail portfolio of 

various bank groups identified that in 2008, among the retail loans, housing loans and auto loans 

occupy prominent places. 

Bandyopadhyay and Saha (2011) suggested that the borrower defaults on housing loan 

payments is mainly driven by change in the market value of the property vis-à-vis the loan 

amount and EMI to income ratio. They also identified that default on home loans also gets 

triggered depending upon the borrower characteristics like marital status, employment situation, 

regional locations, city locations, age profile and house preference.  

In a study made by Brever (2011), it was interpreted that “Household debt portfolios 

reconciles well with time preferences of households”  

 

Research Methodology 

The design of the research is both exploratory and descriptive. The study is defined as being 

exploratory because of the fact that very few researches has been done on the issue in hand. This 

required the researcher to perform an extensive preliminary work as to gain familiarity with the 

various factors and to set up the pace for conducting research. The design helped in gaining 

urban population‟s opinion on the subject of factors influencing the decision to borrow home 
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loans. Qualitative approach using an informal interview technique was used in the initial phase to 

understand the outlook of urban population to borrowing through banks for acquisition/ 

construction/ renovation or extension of their home/s. The research study is descriptive because 

the study comprises of explanation and analysis of various attributes associated with the reasons 

of borrowing by the urban households. The researcher has used two instruments for the 

collection of data and information, viz. Interview and Questionnaire. Questionnaire was the only 

formal research instrument used for the study. The first part of the questionnaire captured 

information on the background of respondents: gender, age, occupation, educational 

qualification, number of members in the family including dependant members and earning 

members, monthly family income and the percentage of income used to meet expenses. The 

second part dealt on the type, amount and duration of the home loan along with the repayment 

schedule of the same. Questions were also related to the factors contributing to the decision of 

getting indebted to bank. The questionnaire made use of nominal, interval and ratio scales. Since 

it was simple and easy to understand, the response rate was encouraging.  

The researcher resorted to a choice-based or convenient sampling approach for selecting 

the respondents for this survey. The data was collected through primary as well as secondary 

sources. Primary data was collected by administering the pre-tested questionnaire to the selected 

respondents. The sample size for the study was 60 respondents who must have borrowed home 

loan from one of the chosen six banks (three public sector banks and three private sector banks) 

and their debt still exists. The banks were chosen on the basis of maximum number of branches 

in India. Secondary data was collected from various websites, publications including books, 

journals, magazines, newspapers and periodicals of government and reports of Reserve Bank of 

India.  

 

Analysis and Interpretation 

After the data has been collected and compiled, the researcher has taken necessary steps to 

analyze the same so as to derive meaningful information from the same. This section deals with 

the demographic profile of respondents, the analysis of their responses and their interpretation 

thereof. 
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Table 1: Background Characteristics of Respondents Home Loan Borrowers 

Base Categories Frequency Percentage 

Gender Male  41 71.9 

Female 16 28.1 

Age (in years) 20-30 7 12.3 

30-40 21 36.8 

40-50 17 29.8 

50-60 10 17.5 

Above 60 2 3.5 

Occupation Self-employed Professional 4 7 

Business 17 29.8 

Service 36 63.2 

Housewife 0 0 

Others 0 0 

Education Matriculation 5 8.8 

Senior Secondary 3 5.3 

Graduate 21 36.8 

Post Graduate 26 45.6 

Doctorate 2 3.5 

Family Income (per 

month in Rs.) 

Up to 50,000 17 29.8 

50,001 to 75,000 15 26.3 

75,001 to 1,00,000 11 19.3 

1,00,001 to 1,25,000 4 7 

1,25,001 to 1,50,000 7 12.3 

Above 1,50,000 3 5.3 

 

After the data has been collected, researcher has constructed several tables and charts there from 

demonstrating the contributing reasons for borrowing home loan on the basis of demographics 

mentioned above. Since charts have an added advantage of easy understanding and are easy to be 
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memorized, instead of tables, researcher has presented the collected data in the following charts 

for quick and easy interpretation. The charts are as follows: 

 

 

Figure 1: Reasons of Borrowing Home Loan on the Basis of Gender 

 

As displayed in figure 1, the major contributing factor in the decision of borrowing home loan 

for males is family size and requirements followed by creating wealth and securing future. 

However, the least contributing factor for both the genders is easy availability of home loan. 

Whereas in case of females, the most contributing reason is wealth creation followed by family 

size and requirements.  

 

 

Figure 2: Reasons of Borrowing Home Loan on the Basis of Age Group (in years) 

 

From figure 2, it is evident that while borrowing home loan, family size and requirement is of 

major concern to borrowers of age group in 20 to 30 years and 40 to 60 years. However, it is the 
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second most important contributing factor to the people in age group of 30-40 years. However, 

the major reason for this age group is wealth creation. Easy availability of home loan is a minor 

contributor in the decision of borrowing home loan for almost all the age groups. It is ironical, 

but to utilize the rentals towards their EMI‟s is the most important reason for the senior citizens 

to be indebted.  

 

Figure 3: Reasons of Borrowing Home Loan on the Basis of Occupation 

 

For self-employed professionals, wealth creation seems to be the most important reason for 

borrowing home loan, followed by tax saving and securing future. For businessmen and for 

service class people, family size and requirements occupies the first position with wealth creation 

and securing future as the second most contributing reason respectively.  As compared to self-

employed professionals and businessmen, service class is more prone to utilizing rentals as EMI. 

 

Figure 4: Reasons of Borrowing Home Loan on the Basis of Educational Qualification 
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As evident in figure 4, family size and requirements accounts for the major contributing factor in 

the decision of borrowing home loan for persons with all type of qualifications except doctorate. 

For persons with doctorate degree, social pressure and social status seems to be the major factor. 

For post graduates, wealth creation is equally important. The less educated persons do not attach 

any importance to utilizing rentals as EMI while taking a decision of borrowing home loan.    

 

 

Figure 5: Reasons of Borrowing Home Loan on the Basis of Monthly Family Income  

(in Rs) 

From the figure 5, it is evident that except for the people in the income bracket of Rs. 1, 25,000 

to Rs. 1, 50,000, despite the level of earnings, family size and requirements plays a major role in 

majority of the individual‟s decision of borrowing home loan. However, this exceptional class 

considers creation of wealth to be the most important contributing factor which is the second 

most important reason for individuals of urban India with monthly family income of Rs. 75,000 

to Rs. 1, 25,000. For individuals in the income bracket of Rs. 1, 25,000 to 1, 50,000, to save tax 

and to secure future also contributes in the decision of getting indebted. However, little 

importance is attached to easy availability of home loan by persons with monthly family income 

of Rs. 1, 25,000 and more.  
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Table 2: Respondents View on Various Reasons for Borrowing Home Loan  

Responses Total of Percentages Rank Weights (in %) 

Save Tax 480 5 8.42 

Create Wealth 1200 2 21.05 

Secure Future 805 3 14.12 

Social Pressure and Social Status 380 6 6.67 

Family Size and Requirements 1760 1 30.88 

Utilize Rentals as EMI 610 4 10.7 

Easy Availability of Home Loan 185 8 3.25 

Other 280 7 4.91 

Total 5700  100 

 

As evident from the table above, the most important reason for individuals to borrow home loan 

is family size and requirements followed by their desire to create wealth and secure their future. 

On an average, family size and requirements, accounts for nearly 31% contribution in 

influencing an urban household to borrow home loan. Utilizing rentals as EMI and saving tax are 

also considered to be important contributors in individual‟s decision of borrowing home loan 

exerting an influence of 10.7% and 8.5 % respectively. Social pressure and social status also 

contributes in the decision of getting indebted but to a less extent at 6.7%. The least contributor 

among all reasons is easy availability of home loan. Though it contributes but its importance in 

the majority of population‟s decision of borrowing home loan is minimal at 3.25% only.  

Since there can not be a negative correlation between the factors mentioned above with 

the decision of borrowing home loan, it can safely be concluded that the major factors that are 

positively correlated with borrowing home loan are family size and requirement, creating wealth, 

securing future and utilizing rentals as EMI. 

From the above analysis, it is apparent that a particular bank can get preferred in 

comparison to other banks on the basis of its simple, easy and transparent procedures of 

borrowing a home loan for individuals. However, banks can not influence households to borrow 

on this basis alone.  
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Conclusion 

Inflation, changes in individual‟s lifestyle, concept of nuclear families, demand for luxuries, call 

for status, vast set of unfulfilled requirements and availability of numerous options have evolved 

the pace of loan markets. Long back, people used to treat houses as shelter. With the change in 

time, a house has gained its importance by many folds. Now days, a house is more than a shelter 

and most often it is treated as a tool to wealth creation so as to secure future. There are various 

reasons for individuals to choose to be indebted by borrowing home loan. However, these 

reasons differ from person to person and so does the extent of influence of each factor in their 

decision making. In the order of most to least contributing factor in the urban household‟s 

decision making, the main reasons for borrowing a home loan can be listed as family size and 

requirements, creation of wealth, future security, utilization of rentals as EMI, tax saving, social 

pressure and social status and easy availability of home loans.  
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