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Opportunities
A vast unmet demand exists for housing financddarincome populations in the developing
world! Though solutions have yet to reach significaralles either from governmental or the
private sector, the microfinance industry has rdgenade great strides in this areblousing
microfinancehas shown signs of potential to reach scale.

Housing microfinance (HMF) refers to products toafice shelter that are not backed by
mortgages. These loans follow the basic principfasicrofinance, such as small loan amounts,
relatively short loan terms, and alternative fowhgollateral. Institutions interested in housing
microfinance are beginning to recognize the po&tti the “progressive building” activities of
low income families, who finance and build theimies in an incremental fashion. Most HMF
products are used for home improvement or expansimugh some may be used for home
purchase or new construction. Just as microemserdoans boost the income-generating
activities of the economically active poor, theyision of HMF is increasingly seen as a method
of leveraging the ingenuity and efforts of low-inoe families as they strive to improve their
living conditions.

Seeking to better understand the potential forestceHMF, ACCION International and Habitat
for Humanity International joined efforts to condlacstudy in conjunction with Cities Alliance’s
financial support. This study covered ten of ACBI®partners in Latin America, representing
more than 90 percent of the ACCION Network’'s hogsjportfolio. The objective of this
research was to understand the key success fagtovell as challenges and barriers for reaching
scale in housing. ThigSightdiscusses the results of this research.

Challenges

Housing microfinance is gaining popularity a - : —
earning legitimacy as a recognized product [off he potential of housing microfinange
microfinance institutions (MFIs). However, its depends on the MFI's ability to move
potential is bumping up against the originaloeyond the confines of its original product
mandate of MFIs, many of which were designe¢haracteristics ~ and ~ more  deeply
to support the development of micro and smplknderstand and respond to the needs of its
enterprises through the provision of workifgclients.
capital and fixed assets loans.

D

! See Chapter Two ddousing Microfinance: A Guide To Practicedited by Bruce Ferguson and Franck
Daphnis, Kumarian Press, 2004.
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The potential of housing microfinance depends enMifr's ability to move beyond the confines
of its original product characteristics and morepdg understand and respond to the needs of its
clients. This reorientation will determine whether housinignofinance becomes a major
contributor to improved shelter for millions of gee around the world.

Overview of the Market Research

The aspects considered regarding the potentiaicae in HMF were:

0o What can we learn about customers’ needs and madkential from the performance of
housing portfolios?

0 What are the key supply-side factors that eitheilifate or limit the scaling up of housing
microfinance?

o0 Based on demand-side and supply-side learning, wdwtmmendations can be made to
facilitate greater scale in housing microfinance?

Scope and Methodol ogy of the Study

This study gathered insights from institutions amahagers with first hand experience in HMF.
The study analyzed three types of information ftemACCION affiliates:

1) Performance indicators from housing portfoliesween 2002 to 2005;

2) Views of the field staff of ACCION Internationakho were directly involved in the
development of credit products for MFIs; and

3) Interviews with managers of six of the ten migrance institutions listed below, including
presidents, commercial managers and directors dfating. The interviews also included two
institutions which did not yet offer housing fin@nlout were in the pilot stage.

Table 1. IngtitutionsIncluded in the Study: Experience with Housing Microfinance

I nstitution Country M ortgage- HMF Loans | Years Offering
Backed HMF Loans
Housing L oans

BancoSol Bolivia X X 5+

Finamerica Colombia X Not offering

HMF

Fundacion Mario | Colombia X X 5+

Santo Domingo

Banco Solidario Ecuador X X 2

Integral El Salvador X X 5+

Sogesol Haiti Pilot

Compartamos Mexico Pilot

FAMA Nicaragua X X 5+

El Comercio Paraguay X X 2

Mibanco Peru X X 5+

Defining Housing Microfinance

No standard definition exists across institutiomsl/ar countries to classify housing loans.
Developing a standardized definition of housingnaficance was an important starting point in
the research and would be useful to better idertdysing products and their customers to
promote its treatment as a distinct but core prodogsistent with the mission of an MFI.

Getting to Scale in Housing Microfinance 2



Accl N InSight

We define HMF products as follows: a HMF loan fallothe basic principles of microfinance,
such as small loan amounts, short loan terms dadhative forms of collateral and is used by the
customer solely in a housing project, usually hamgrovement or progressive building.

HMF loans have some distinct characteristics:

1) Loan evaluation examines the customer’s construction proposal.e @iedit officer
evaluates the housing project budget to verify thatcustomer has an accurate estimate
of the amount required to “complete” the projectitswill not be left unfinished, thus
putting the repayment at risk. This is particylanhportant, given that the loan proceeds
might not generate additional income, as is expeftie other microfinance loans. The
loan officer also makes a technical sketch of psepohousing modifications, which
allows for future verification that the loan hag been used for a different purpose such
as a microcredit loan since the interest ratesifdF are typically lower.

2) Loan terms are generally longer and loan sizes greater thaypiaal working capital
loan for microenterprise. This usually allows MFts offer slightly lower effective
interest rates relative to working capital loans.

3) Tenure security is critical. As part of the loan origination proseslients are generally
required to present some type of document confignde facto claim to the land or the
property, such as a purchase deed, property taxgratyor in certain cases a utility bill.
Lack of legal title to the home is not a criticdlstacle to MFIs providing affordable
housing solutions to low-income segments, as th@ady have methods to underwrite
credit with non-traditional forms of collateral.

One practice that imot common in most microfinance institutions is thevsion of formal
construction advice. Most MFIs view constructiodvige to loan recipients as costly to the
institution and unnecessary to the custométxperience has shows that clients have their own
trusted sources of technical assistance in the agritynand are apprehensive of having support
“‘imposed” by the institution. In addition, suchses$ance by the MFI may also have a negative
effect on repayment if customers face problemsnduar after the construction. Further study
may be required to continue to account for issugésh sas ensuring quality standards of
construction.

Housing Microfinance and Other Loan Products
We compare HMF loans to other loan products:

Housing Microfinance vs. Mortgage Loans. Microfinance institutions may offer both
traditional mortgages (generally to a better-offr tof clientele) and housing microfinance.
Although it is traditional to think of housing finee as synonymous with mortgage loans, HMF
products have different characteristics, as sunmedrin Table 2, shown on the following page.
The majority of housing portfolios at the surveydéls consist of home improvement (rather
than mortgaged-back) loans.

2 See ACCIONNSight12 “Developing Housing Microfinance Products in @ahAmerica”by Richard Shumann
which discusses a controlled study which demoredrétie lack of difference in housing quality betwee
homes built with technical assistance and thosk Without external assistance.
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Characteristics

Housing Micr ofinance

M ortgage-Backed L oans

Target market

Low income clients

Middle to high income clients

Loan term Short & medium term (< 5 years) Long term (Overeang)
L oan amounts Small to medium Large
Loan Use Home improvement New house construction

Progressive building

House purchase

Type of Guarantee

Co-guarantor, collateral required f

typical microenterprise loans*

oFormal mortgage

* Some MFIs require proof of ownership/possessioproperty, not as collateral, but to prove
that the project will occur in the home of the perasking for the loan.

Housing vs. Other Microfinance Loans: HMF products are frequently combined in reporting
with other loan products, such as consumer loangooking capital loans. The following table
outlines the prevailing general characteristicghef HMF loan products compared to the ten

MFIs studied as compared to the MFIs’ standard wmgricapital loans.

useful for three reasons:
1) MFIs apply similar credit evaluation methodokegyior HMF and working capital loans;
2) Customers use working capital loans as the dinst most relevant reference when evaluating
the product and price characteristics of a HMF loan
3) The differences between the two products ilaiss why MFIs develop customized HMF
products instead of offering only working capitaihs that customers divert for housing.

This comparison is

Table 3. Comparison between Housing Microfinance and Working Capital L oans

Factor Housing Microfinance Working Capital Differ ences between
Loan Products
Average Average for individual MFIg Individual MFIs had HMF typically three timeg
Loan Sizes | ranged between $915 amndverage loan sizeslarger than the average
$3,312, Overall averagebetween $300 andworking capital loan.
among ACCION partners is$900.
$2,280.
Collateral | Guarantor (co-signer).Guarantor (co-signer),Legally, the collateral is the
“Guarantees” such as proof pfnventory or a same. Both use
“possession of land/housé¢’household asset “psychological” inducements
that are not legally such as taking a copy of
enforceable are used even| if documents for land/ house
the home is not legally ownership/ possession.
owned. Generally, extended
family members actually hold
title to the property
Loan Up to 36 months; howevef,3 to 12 months HMF has longer terms, |in
Terms generally between 12-18 some cases up to 3 times
months longer.
Payment Generally monthly Generally monthly. [fNone
Frequency some cases bi-weekly
Interest Between 24% and 35%Between 25% andTypically slightly lower for
Rate (sometimes higher) 90% (average 48%) | HMF than for working
capital loans

Source: ACCION Network partners, 2005
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On average, housing loans are larger and have rfoogkr terms than working capital loans (see
Table 3). For example, over the past four yearsatlerage outstanding loan size of the entire
housing microfinance portfolio of ACCION partnetsidied ranged between $2,000 and $2,500
versus less than $800 for working capital loans.

Performance of Housing Finance Portfolios

An analysis of the evolution of HMF within ACCION’&atin American partners shows
impressive overall growth over the last four yeanspoth, absolute and relative terms. The
following graph shows results for the seven insbis offering HMF:

Outreach in Number of Customers

The total number of clients with outstanding hogsmicrofinance loans has grown from 15,000
in 2002 to about 38,000 at the end of 2005. Teweasents an average annual growth rate of
approximately 36 percent, as shown in Figure 1.

Figure 1: Total Number of Active Housing Clients
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Portfolio Volume and Growth

Rapid portfolio growth has occurred for the MFIdeoing housing microfinance, typically at a
pace much higher than the expansion of the coreooredit portfolio. As shown in Figure 2,
between 2002 and 2005 the total housing financgdu@ng mortgage-backed housing loans)
portfolio of the seven institutions offering HMFegv from US$38 million to $117 million. This
represents a compounded average annual growtbfraver 49 percent.
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The total housing microfinance portfolio grew fr&20 million in 2002 to $72 million in 2005,
displaying an average annual growth rate of grehsan 51 percent. In comparison, the average
annual growth rate of total portfolio at the MFisthe study was 25 percent during this same
period. This growth represented an increase irsingumicrofinance as a portion of the total
housing finance portfolio from 58 percent in 200562 percent in 2005.

Housing Loans as a Share of Total Microfinance Portfolio
This disproportionate growth of the HMF portfolielative to the core working capital product
has resulted in an increase in the proportion tal &ssets represented by housing loan products.
* The total housing finance portfolio as a percentaigde entire MFI loan portfolio grew
from an average of 12 percent in 2002 to 19 perce?®05.
* The housing microfinance loan portfolio grew from average of 6.4 percent total
portfolio representation in 2002 to 11.5 percer20@5 (see Figure 3).

Figure 3: Housing microfinance loans as a
percentage of Total MFI Portfolio
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In spite of this growth, existing housing activity 2005 accounted for only 5.7 percent of the
total portfolio and only 2.3 percent of the actolients for the partner institutions surveyed.

HMF Portfolio Quality

The repayment performance of the housing microfiegmortfolios was superior to that of loan
products for businesses among all seven of the ke ACCION network that had existing
microfinance portfolios. The delinquency index fMF ranged from 0.5 percent to 2 percent,
with one exception. Moreover, in most cases thdfgar quality was better than the already
good portfolio for working capital loans.

Critical Success Factorsand Barriersto Scale: The Perceptions of Managers

While HMF is a successful product among the MFiweyed in this study, it is not growing as
fast as might be expected and is not yet reachegsive scale. This section examines the factors
that either contribute to or detract from the gtovatf housing microfinance. The findings
described here are drawn from interviews with mamaglirectly involved with HMF. The
perceptions these managers have about the mahnketple of MFIs in HMF, and the housing
microfinance loan product play a major role in daei@ing how MFIs pursue scale in HMF. A
key change that may lead to greater scale is avagmof thinking about HMF inside MFIs.

Getting to Scale in Housing Microfinance 6
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Customer Demand

The general perception of managers surveyed istlieatlemand for housing finance among the
microfinance target market is vast and that cortipaton the supply side is still minimal. There
was further consensus that housing microfinance mash greater growth potential than
mortgage financing among the low-income sectorsNis target.

According to MFI managers, the opportunity for hoimgrovement lending responds to the

following market situations:

* Most low-income customers already have a housardégss of whether they have title or
legal proof of ownership and that their need wasiarove or expand the house.

» Before HMF loans were offered by institutions, ngera knew that customers often diverted
some or all microenterprise working capital loans fiome improvement. But the market
opportunity became much more obvious when MFigefato offer specific HMF products
that truly addressed customer’s needs.

* Many customers, even if they had the credit capdoisupport a loan for home purchase or
full construction, would prioritize other family drbusiness needs rather than devoting all
their repayment capacity to a new home.

» There exists a perceived cultural barrier to lomgrtloans. The managers felt that customers
view and manage their finances within a typicaletiimorizon of no longer than 18 to 24
months.

The attractiveness of HMF as a business opporturaty to do not only with the size of the
potential market, but the fact that it is a relelywlow-risk product that creates a stronger
attachment to the client than the typical microgsrise loan. Managers repeatedly noted that the
historically higher repayment rate of HMF portfdicelative to traditional microcredit portfolios
could be attributed to clients’ emotional (and piat) attachment to their homes and the priority
they put on their housing stock as one of the Hoalsés most valuable assets.

Use of Housing Finance Loans

The MFI managers surveyed ranked clients’ uses arfsing finance in order of priority.
Managers perceived that these priorities trend tdsvgrogressive building” projects as opposed
to home purchase or whole house construction.

Table4. Perceived Customer Prioritiesfor Use of Housing Finance L oans

Priority Type of Project

Basic home repair (utilities, basic structuresinfdations, walls, roof)

Progressive build/ expansion (added space orgpom

Home additions or modifications to accommodatari®ss needs

Construction of an additional floor or level

Full house construction on existing property

Land purchase

NO|O A WIN|EF

Whole house purchase

Accordingly, the first four priorities listed makgp most of the HMF portfolios, as they fall
within the category of home improvement loans cti@rized by short to medium-terms and
smaller loan amounts. While the list in Table flecs a summary of perceived priorities,
managers recognize that this order of priorityesmby sub-segments of the microfinance market.
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Market Segmentation

MFIs with successful experience in HMF call attentto the importance of maintaining market
focus to maintain a high quality portfolio and ersthat the institution does not deviate from its
core business and target market.

Specifically, they avoid segments that are todrfamn the microfinance market such as:

a) Recipients of government-linked subsidies (oftatiddgng non-market interest rates)

b) Most salaried workers, even though many peopléigigroup lack access to mainstream
banks.

c) Higher-income individuals such as middle class @musts needing mortgage loans for
home purchase who are targeted by traditional bakMss expressed a preference
towards extending housing microfinance to existimicro-enterprise clients with
established credit histories, thereby increasingral revenue from the client, and
building client loyalty towards the institution.

The reluctance to lend to clients new to the ingth appears to be one of the critical barriers to
scale. This reluctance reflects the newness of HA8FMFIs are tapping what they perceive as
the safest segment of a big potential market —tiagisand/or more established clients. This
observation was reiterated in a number of

interviews and evidenced by the fact that therhe rejuctance to lend to clients new to the
average loan size (which is correlated withmicrofinance institution appears to be ome
client income level at many MFJsfor HMF is | f the critical barriers to scal

almost twice that of working capital credit.

Nonetheless, the results of these interviews stidglgasincreased competition and later stages of
market development will widen the market base bgepmating lower income segments. This
process is already prompting MFIs that set moreesgive growth targets in HMF to allow the
MFIls expand beyond the higher tier market segments.

Higher repayment rates demonstrated by housindagtiog may be attributable to the current
risk-adverse client selection practices. As MRiasider expanding their housing microfinance
client base to segments currently not served, thilyneed to proceed carefully to adapt their
client screening processes to the characteristitemew clients.

Understanding of Financial Performance
The MFIs that have seriously undertaken housingofiance have experienced clear benefits to
overall stability and profitability. Managers miemted the following benefits:
» Added stability to the overall portfolio, given tteeasonal fluctuations in business
lending.
» Diversification of risk for a portfolio dedicatedimarily to working capital loans.
* Increased revenue from existing (business loa@ntdi without incurring significant,
additional operating costs.
» High portfolio quality, which in turn implies loweosts in pursuing delinquent loans.
* Lower administrative costs per amount lent, duenger HMF loan terms

3 ACCION International Poverty Tearleasuring Poverty at MFls: Lessons and Results fitoen
ACCION NetworkACCION Monograph 162006.
* Income alone typically does not provide sufficixformation to identify a market segment.
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* Increased loyalty and relationships between théoouesr and MFI. Customers and their
families hold strong emotional attachments to themes.

Clear information regarding profitability is impartt for increasing institutional support for the
HMF product. The combination of higher repaymextes, higher loan amounts and longer loan
terms with less frequent origination costs sigred possibility of greater returns on housing
microfinance products and portfolios. However, BliEharging lower interest rates on HMF
loans may be reducing these margins. Longer leams lessen opportunities to generate
origination fees/commissions.

Given that the majority of housing loans are cuilyeextended to existing business clients, MFI
managers perceive that HMF as a linked produceasas the overall “profitability” of the client
to the institution. However, since most of the BIBUrveyed were not able to segregate financial
information by loan product, true profitability tie housing portfolio itself is presently difficult
to evaluate.

I nstitutional Business Priorities

In spite of the attractiveness of the housing nmaokportunity, MFIS’ responses were uncertain
when asked about the strategic or business fitoofsimg finance within their organization’s
mission, and specifically about the future growthhousing in their overall portfolio. While
some managers speculated that potential demandd¥f might actually surpass that for
microenterprise lending, they were not willing fage such lending as a core component of their
strategic plans. In fact, several managers fettgbH-imposed limits should be set to avoid a too-
rapid growth. The reasons for this resistance Havdo with definition of the core business,
perception and categorization of housing within tteemmercial area, as well as regulatory
constraints.

The most important argument managers made to exfiair reluctance to grow housing too
rapidly is that this product is not explicitly paof their business or social mission. The
institution’s core business and mission is defiaedund the concept of financial services for
microenterprises whereas HMF is defined not asaa for productive microenterprise purposes,
but as a consumer loan. This point of view gensraate different but linked questions:

1) Who are MFIs truly serving? Only microbusine8s@s microentrepreneurial families?

2) Is HMF solely a consumer loan? Or is the houkeyacomponent of the family’s economic
worth and productive capacity?

The first of these questions speaks to the hea
microfinance self-definition. While most of th
microfinance professionals interviewe
acknowledge that their target clients
microentrepreneurand their families many are
not yet prepared to consider a product range th
does not place working capital microenterprise
credit at the core of microfinance. The secondstioe is a more empirical question, and has
been addressed through research over many yeasnghitat a large portion of investments in
housing are “productive” in that they contribute @ohousehold’'s income-earning ability. In
either case, a re-definition or re-interpretatidringtitutional missions that are more inclusive of
a wider range of financial products is a necesstay if HMF is to reach scale.

%\T re-definition or re-interpretation of
institutional missions that are more
einclusive of a wider range of financial
products is a necessary step if HMF is |to
gtaach scale.
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Reporting Systems

HMF is not yet established as a distinct produa] as such it is treated differently in the
reporting systems of various MFIs. Some MFIs tratlikhousing loans under one umbrella
(including HMF and mortgage lending). At one MtFe full range of housing loans is classified
under a single housing heading. Another MFI disititeusing into two different business units,
one named “Housing” which refers only to mortgageked loans, and another under
“Microenterprise” which includes home improvemeptarns not backed by mortgage. Other
institutions use no classification at all, usuallggistering the housing portfolio under
microenterprise loans. In some cases, HMF loamsegjistered as consumer credit.

This lack of distinct classification can have négat
implications toward getting to scale, such as limgit | This lack of distinct classification can
product planning, keeping HMF as a “second clasBave negative implications toward getting
product” within the institution, discouraging to scale, such as limiting product planning,
specialization for product development and markgtipn keeping HMF as a “second class product
as well as restraining the allocation of resourfms | within the institution, discouraging
growth. Lack of distinct tracking also discouragesspecialization for product development and
detailed assessment of product performance. Emeltf marketing, as well as restraining the
in recent years is towards more accurate clastiicaf | allocation of resources for growth.
product lines so that institutions can better mandgir
portfolios by product and target market.

The classification dilemma is complicated by theatment of HMF by supervisory authorities.
When HMF is classified by authorities as consunaher than microenterprise credit, this
classification has practical implications for volenobjectives within a given institution. For
example, a key practical implication of this regatg classification (which discourages HMF
expansion) is that consumer loan classificationallguequires higher loan loss provisioning,
reducing the product’'s profitability. Classificati as a consumer credit sometimes implies other
regulatory burdens, like higher interest rate ngsias seen in Colombia.

Buy-In by Fied Staff

At most MFIs, loan officers are responsible for keding and evaluating both working capital
microenterprise loans and housing microfinance emgjithat the general characteristics and
delivery methods of the loan products are quitdlarmHowever, the two additional steps of the
credit evaluation unique to the HMF product (eva@raof project budget and sketch of proposed
housing improvements) have discouraged activengetif HMF by loan officers concerned with
meeting productivity goals.

Managers expressed concern that the technical ati@iube completed properly to help ensure
high repayment performance. However, they worabdut increasing costs by adding steps to
the loan process.

At some MFIs, this concern leads managers to sitgeon volume or on the share of HMF in
the overall portfolio, with the intent to proteatoguctivity levels of the sales force. Concerns
about cannibalization of credit officers’ time a@mmon across most MFIs. Even without such
internal policies, loan officers tend to prioritineéorking capital over HMF loans, because they
have greater mastery in the more familiar prodtlis challenge is applicable not only for HMF
products but for any new product within a salesargation structured for multi-product selling.
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Regulatory Framework

Few of the MFIs surveyed mention regulatory framedwas a constraint. Most of the countries
involved, in Central America and the Andean regioh South America, have favorable
environments for offering housing microfinance prots.

An exception is Colombia, where loans explicithpmoted or classified as “housing loans” fall
under interest rate ceilings that make the profinanhcially unattractive. This unfavorable ruling
greatly limits Colombian initiative to develop miéinance loans for housing, thus forcing
institutions and customers to use working capitadroenterprise loans for home improvement
projects. This regulatory avoidance tactic createssdvantages for both the institution (by
constraining the income potential needed to makepitoduct financially sustainable) and the
customer (by limiting the terms and amounts neefdechome improvement lending) thereby
forcing them to seek additional sources of finagcin

Funding

Funding was not mentioned as a key factor affedtimgscale of housing microfinance. Many
donor agencies have hypothesized that the misnrateihms between assets and liabilities would
be a limiting factor; as MFI capital sources amditionally short term while HMF portfolios
average 12-36 months.

Nonetheless, this barrier was not found to be eatgr constraint as initially considered because:
a) HMF portfolios have been limited in growth
b) Alternative medium-term funding sources are avééldbr many of the MFIs surveyed
for this study. All of the MFIs are establishedading MFIs, and most of them are
structured as regulated financial institutions,bding them to access sources of capital.
Several, for example, have raised funds througld ledferings.

Several of the MFIs did note funding constraints filedium and long-term housing loans.
However this does not seem to be critical, becausey institutions believe that the size of the
market for shorter-term home improvement loansois/ast that long-term financing for home
acquisition is not yet a priority for either thesiitution or their customers.

Recommendationsto MFls

Based upon our research findings, we have develgembllowing recommendations for
microfinance institutions to promote the achievenwérscale of HMF:

1) Embrace HMF as a cor e product.

The primary supply-side barrier to MFIs reachinglsdn housing microfinance is self-imposed.
Even more important than funding barriers, MFIs @vastrained in scaling up HMF when they
perceive housing to be outside the scope of thedtitutional mission. Senior leaders and
stakeholders of MFIs should address this issueeHiginking or redefining both the strategic role
of housing microfinance and of the organizationission, based on new perspectives about the
link between housing, microenterprise and the famgonomy.

2) Increase scope of HMF to include new market segments.

MFIs should seek to target new market segmentsudgfircappropriate product design and
promotion strategies. Low-income wage earnersyisal employees and other economic sectors
are generally untapped by MFIs and could be welleskby housing microfinance.

Getting to Scale in Housing Microfinance 11
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3) Under stand the housing needs of their clients.

The market research done so far by MFIs has evitktitat most housing needs are for home
improvement and progressive building as opposeticime purchase. Further segmentation
beyond traditional demographics is needed to deepdierstand customers’ values regarding how
and where they want to live. Increased analysid dd to greater understanding of how
customers perceive their housing options and hasetltompare with other family and business
priorities, and the role that the “house” playshwitthe overall family’s economic and financial
management. Such customer values-based segmaemidtibelp greatly to create more tailored,
“winning” HMF products appropriate for each segment

4) Make housing micr ofinance products attractive for branch personnel.

Because housing loans are seen as more complidatedo extra steps needed during credit
evaluation, MFIs need to mitigate loan officer sésince to the new product. Solutions to this
constraint can be worked out from different anglssh as streamlining the credit evaluation
process. For example, MFIs can identify marketsedments to streamline credit evaluation for
lower risk loans. Some institutions have begunt“feacking”® loans up to certain loan limits to
reduce operating costs for lower risk loans, imprgsales force productivity.

MFIs can also increase buy-in by adjusting monetacgntives to favor HMF until the product
has achieved satisfactory growth and acceptandhébdyield staff. The survey’s responses also
highlighted the importance of educating loan officeo they understand the benefits of portfolio
diversification to strengthen client satisfactiomdaetention. Setting clear growth objectives in
business plans is also critical, so that the esta# (especially the sales force) is aware that t
commitment to growth in housing lending comes friita top. This vision requires explicit
communication that housing products are part ottire product line of the institution.

Finally, another possibility that has not yet bekseply explored is the idea of changing sales
organization structures and distribution channélsgisting options include employing specialists

(rather than multi-product loan officers) and binilgl alternative distribution channels that free

time for the credit evaluation process. For exanjadans could be offered through construction
materials suppliers.

5) Obtain mor e accur ate financial information about HMF.

To more accurately assess housing portfolios, Mféled to adjust financial systems to track
segregated information by product. Until this heqg perceptions of HMF profitability will
remain limited to speculation.

Financial models to understand and calculate @sts
profitability of HMF products should be designed fo TO more accurately assess
ensure a successful product diversification styatediousing portfolios, MFIs need to
and to address HMF's particular cost drivers tha@djust financial systems to track
impact productivity and  profitability. we segregated information by produd
recommended that the international community |of/ntil this happens, perceptions of
MFI networks and donors encourage and support |tH@MF profitability will remain
collection, dissemination and use of such benchsnark limited to speculation.

—t

® “Fast tracking” is a process whereby some of ipical HMF underwriting requirements are waived or
streamlined.
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Recommendation for Regulators

HMF should be recognized by regulators and givenfthkedom to develop. HMF based on
progressive building fills a critical need for then-indigent poor and is commercially viable.
HMF is particularly effective under regulatory framorks that allow free decisions about credit
methodology and loan product features and termsicpkarly product pricing.

The survey revealed some concerns of managersdiegaootential backward trends on financial
liberalization, given the recent resurgence of @ontrols and other heavy-handed regulatory
regimes that could dampen microfinance growth.

Conclusion

The scale of HMF is increasing. Regulated micrafice institutions are proving their ability to
deliver tailored HMF products at significant scaidative to their total portfolios, for certain
economically active poor segments. Successful hgudgiance programs exist that do not rely on
government subsidies and come from true privatdoseininovations growing out of an
institution’s deep understanding of their customérke fact that housing microfinance portfolios
are consistently growing at high rates shows themi@l of HMF, especially considering that
these MFIs achieved these results without treadtikl- as a core product and without aggressive
marketing.

Qualitative studies about the deficit of housintgfice in Latin American countries are matched
by the perceptions of MFI managers that the HMFketais vast and underserved. MFIs are
entering eagerly and growing quickly to serve akeawhere demand is great, competition is
minimal and HMF is proving to be an effective smatto satisfy the housing needs of clients.
Serious demand assessment and planning for saaingMF requires further analysis of the

market sub-segments among the economically actbwe go that the scope and nature of
potential demand is better understood.

Nevertheless, even as MFIs embrace HMF and reitdipmtential demand, its ultimate growth is

limited to the overall outreach of the MFI industrfhe scale challenge is not just a matter of
increasing the share of HMF within institutionalrifolios, but also depends on the overall

growth of the industry as a whole.
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