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such as collateral, loan period, interest rates, payment modes, and
income requirements. This helps determine the relative importance
%%rgisigg”g?{)‘:ﬁe of these factors in borrower decision-making. Findings reveal
murcatproion.me variations in how borrowers prioritize loan attributes, highlighting
unique local considerations. The study also segments borrowers
based on preference patterns, enabling banks to develop tailored
financial products. Additionally, it emphasizes trust-building,
community engagement, and financial education to enhance
borrower awareness and literacy. Banks can design personalized loan
offerings and customer-centric strategies, enhancing financial

inclusion and economic growth by leveraging these insights.
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INTRODUCTION

Banks provide personal loans to individuals to help them meet various consumption needs, such as
education, marriage, medical emergencies, and other expenses (Farias, 2019). Consumers exhibit
preferences when selecting the most beneficial loan based on their perceptions. They evaluate and assess
products or services according to essential features, prioritizing loans with low interest rates and
moderate contract lengths. In contrast, high rebates and moderate down payments are less critical
(Wonder et al., 2018). In competitive environments where service differentiation is significant, consumers
often encounter difficulties, such as hesitations regarding various service attributes (Isik & Yasar, 2015).

With the evolving economy of Mati City, understanding localized borrower preferences is essential.
This study presents respondents with hypothetical loan scenarios featuring attributes such as collateral,
interest rates, mode of payment, and loanable amount. This approach determines the relative importance
of these factors in borrower decision-making. Failure to identify borrower preferences can lead to loan
product misalignment, reducing uptake and increasing default risks (Agarwal et al., 2020). Mismatched
loans may also result in financial exclusion, where borrowers lack access to suitable credit options (Demirgiic-
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Kunt et al., 2020). Additionally, poor alignment can damage customer trust and satisfaction,
affecting long-term bank stability (Beck et al., 2018).

Given these realities, banks and financial institutions adopt permanent strategies to expand
their customer base, enhance client loyalty, and build trust (Mistrean, 2023). These strategies
often involve leveraging various attributes examined in this study, reflecting banks' retention
techniques and customer acquisition strategies. These attributes include technological
advancements that improve customer touchpoints, multiple products and services, market
positioning, location emphasis, and brand ambassadorships (De Jesus & Torres, 2017). These
factors are considered while distinguishing between local and international perspectives.

Low-income developing countries (LIDCs) are heavily impacted by the coronavirus outbreak,
with national debt becoming a significant issue. One critical aspect of the current crisis, differing
from previous LIDC debt concerns, is the level of borrowing from private sources. This research
offers a timely examination of LIDCs' risks due to this recent wave of private borrowing (Bonizzi
et al., 2020). In the Philippines, the personal loan market has witnessed explosive growth
recently, with outstanding personal loans increasing by 27 percent in 2022 alone (Bangko Sentral
ng Pilipinas, 2023).

Behavioral insights into loan preferences reveal the complex interplay between borrowers'
financial decisions and psychological factors. Studies show that personal traits, such as
attractiveness and race, influence loan approval rates and interest terms, highlighting potential
biases in lending practices (Ravina, 2019). These biases underscore the need for transparent and
equitable lending policies to ensure fair access to credit for all borrowers. Additionally,
borrowers' financial literacy and understanding of loan terms significantly impact their
preferences and decisions. A well-informed borrower is better equipped to negotiate favorable
loan terms and avoid high-cost loans, whereas a lack of financial knowledge can lead to
suboptimal borrowing decisions. The COVID-19 pandemic is a recent example, revealing how
increased credit risk and economic uncertainty alter borrowing behaviors and loan availability
(Colak & Oztekin, 2021).

Banks in heavily affected regions have adapted by offering more flexible loan terms and
adjusting collateral requirements to support borrowers. Furthermore, firms' exposure to climate
risk negatively affects their cost of borrowing, further complicating the economic landscape for
borrowers. These adaptations underscore the dynamic relationship between economic conditions
and personal loan preferences, necessitating ongoing research and policy adjustments to ensure
responsible lending practices (Javadi & Masum, 2021).

Borrowers prioritize interest rates due to their direct impact on the overall cost of the loan.
Lower interest rates make loans more attractive, leading to higher preference among borrowers
(Zhou et al., 2019). Regulatory frameworks and consumer protection standards across the
European Union (EU) have struggled to enforce responsible lending practices, often failing to
prioritize consumer borrowers' interests post-financial crisis (Svetiev et al., 2022). Additionally,
diverse borrowing behaviors are influenced by interest rates, with a significant portion of
Americans borrowing for various purposes (Coser et al., 2019). Regulatory changes and market
conditions continuously shape how interest rates affect loan preferences. For instance, in regions
heavily impacted by the pandemic, banks adjusted interest rates to provide more flexible lending
options to small firms (Song et al., 2021). Moreover, competitive pressures from adopting central
bank digital currencies can impact interest rate structures, influencing loan preferences
(Andolfatto, 2021).

Collateral is another significant attribute, as it reduces borrowing costs. Studies indicate an
average reduction of 23 basis points when collateral is used. The type of collateral influences the
extent of these reductions, with marketable securities offering the highest value. Collateral is
particularly beneficial for smaller and riskier enterprises, providing a cushion that mitigates
credit risk (Luck & Santos 2019).

Furthermore, emerging trends such as "digital collateral” are transforming traditional
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collateral frameworks, particularly in low- and middle-income countries. This innovative
approach allows lenders to secure loans without physical possession of collateral, expanding
access to credit (Gertler et al., 2021). Moreover, SMEs' reliance on earnings-based collateral
highlights the dynamic nature of collateral in personal loan preferences, driven by economic
conditions and monetary policies (Caglio et al., 2021).

The interest rates significantly affect borrowers preferences due to their impact on
repayment schedules and overall loan costs. Borrowers weigh the benefits of extended
repayment terms against the higher total interest paid over the loan duration (Timmons et al.,
2019). This balance between lower monthly payments and the total cost of borrowing is critical,
influencing borrowers' choices and financial flexibility. Studies in Malaysia and Turkey reveal that
demographic factors such as income and education also play a role in determining preference for
interest rates (Ramlan et al., 2019).

Moreover, economic conditions like inflation, interest, and exchange rates significantly
impact loan demand and borrowers' ability of repayment (Barakat et al., 2017). Financial crises,
such as the global credit crunch of 2007-2008, underscore the importance of understanding how
economic downturns impact borrowers' preferences and lenders' risk assessments (Khan et al.,
2020). Additionally, uncertainty in government monetary policy correlates positively with
interest rates on gross bank loans, affecting borrower behavior (Ashraf & Shen, 2019).

The mode of payment is a critical factor influencing borrowers' loan preferences, reflecting
their financial management capabilities and repayment convenience. Borrowers' choices are
often guided by the ease and flexibility of payment options, impacting their ability to manage
loan obligations effectively (Gursoy & Aydogdu, 2018). Digital banking and financial technology
innovations have expanded the range of payment options available, making personal loans more
accessible and manageable for diverse borrower segments (Clarke, 2019).

Furthermore, these advancements enable borrowers to select payment methods that best suit
their financial circumstances, influencing their loan preferences. Demographic factors such as
age, income, and employment status also significantly shape preferences for different payment
modes (Bhattacharya et al., 2018; Skiba & Tobacman, 2019). Moreover, constructive informal
financing, such as trade credits and family borrowing, depends on knowledge benefits or
altruistic relationships, playing a crucial role in regions with limited bank loan access (Allen et
al., 2019).

Loanable amount significantly impacts personal loan preferences, with lenders using these
criteria to assess borrowers' creditworthiness and ability to repay. Higher-income levels typically
result in better loan terms and lower interest rates, making loans more attractive to qualified
borrowers. Studies consistently highlight income as a primary determinant of loan demand and
approval likelihood (Seifert et al., 2016).

In recent years, the demand for personal loans has surged, with banks competing to offer the
best loan packages to customers. One major consideration are customers’ income levels, which
highly reflect borrowers' ability to meet collateral requirements and manage loan payments,
affecting their loan preferences. Moreover, demographic disparities, such as race and personal
traits, influence lenders' decisions, often resulting in biases against certain groups. The interplay
between income and other demographic factors, such as education and employment status,
shapes the landscape of personal loan preferences globally (Bayraktar et al., 2017). This rapidly
evolving landscape presents opportunities and challenges for banks to remain competitive and
meet borrowers' changing needs. However, there is a critical gap in understanding the specific
preferences of different borrower segments regarding key loan features (Elliehausen & Lawrence,
2008).

This study aims to investigate the personal loan preferences of bank borrowers using a
conjoint analysis. The conjoint analysis will identify the key factors influencing the choice of
personal loans, assisting banks in developing the most attractive loan packages to attract
customers. In a familiar scenario, several banks and financial institutions in Mati City offer
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personal loans, but consumer preference depends on the features of the personal loan they
choose to avail. The researchers have not encountered any studies regarding consumer
preferences for personal loans in Mati City, which is the primary reason for this research interest.

METHODS

The present study employed a conjoint analysis approach to investigate the preferences of
prospective personal loan borrowers in Mati City. A total of 300 respondents were recruited using
a purposive sampling method, drawing from individuals aged 21 to 65 years who reside in Mati
City and who were either existing or potential clients of banks and financing institutions.
Eligibility required respondents to have a gross monthly income of at least PHP 20,000 and to be
naturally born Filipino citizens. The sampling frame consisted of individuals identified through a
comprehensive list of commercial banks, financing firms, and barangays in Mati City. These
respondents were selected based on their expressed interest or experience in availing of personal
loan services, ensuring relevance to the study’s objective of modeling consumer choice behavior.

The study instrument was developed based on a preliminary qualitative phase that involved
key informant interviews (KIl) with ten participants to extract the most salient features
considered when availing personal loans. These initial responses, supported by a review of the
literature, yielded four primary attributes for inclusion in the study: collateral, interest rate,
loanable amount, and mode of payment. Attribute levels were systematically structured using a
fractional factorial design generated in IBM SPSS Version 24, ensuring orthogonality and statistical
balance. The resulting 20 profile combinations, referred to as plancards, were used to capture
respondent preferences. Each plancard presented a unique configuration of the four attributes
and was rated using a 10-point scale, where 1 signified complete aversion to availing the loan
product, and 10 signified absolute preference.

Survey administration was facilitated through an online Google Forms link
(https://forms.gle/6MzatfGYd6jXnPYaA) distributed via email and social media channels,
supported by Professional School coordinators and faculty members. The respondents were
instructed to evaluate each placard independently, focusing solely on the combinations of loan
attributes, without regard to brand or institutional affiliation. Data collection commenced on
May 12, 2024, and concluded on June 10, 2024. Once collected, the responses were compiled,
screened for completeness, and cleaned for analysis.

The data were analyzed using IBM SPSS Version 22, employing the CONJOINT procedure to
compute utility (part-worth) estimates and relative importance scores for each attribute. This
enabled the researchers to identify which personal loan features most strongly influenced
borrower preferences. The utility scores provided insight into the magnitude of impact each
attribute level had on choice behavior, while the relative importance scores revealed which
attributes carried the most weight in decision-making processes.

RESULTS AND DISCUSSION

The conjoint analysis output provides valuable insights into the preferences of respondents
regarding personal loan attributes. Table 1 presents the average importance scores of the
attributes, highlighting their relative significance in the decision-making process, also including
the utility estimates for the levels within each attribute.

Payment emerged as the most critical attribute, with a relative importance value of 33.421%.
This indicates that the method of payment plays a paramount role in shaping respondents'
preferences for personal loans. Within this attribute, postdated checks were significantly
preferred (U=0.217, S.E.=0.054), suggesting that respondents find this method convenient and
reliable. In contrast, auto-debit arrangements (U=-0.148, S.E.=0.046) and cash/over-the-counter
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Table 1. Utilities for personal loan attributes

Attribute Relative Attribute Levels Utility S.E.
Importance Estimate
Value (%)

auto-debit arrangement -.148 .046

Payment 33.421 postdated checks 217 .054
cash/over-the-counter -.069 .054

1.2% per month 122 .031

1.3% per month .245 .062

Interest rate 24643 4 4o ber month 367 1002
1.5% per month .489 .123

loan up to 100% of monthly income -.029 .042

Loanable Amoun 20.207 loan up to 200% of monthly income -.058 .083
loan up to 300% of monthly income -.087 .125

no collateral -.126 .034

Collateral 17.730 with collateral 126 .034
(Constant) .878 112

payments (U=-0.069, S.E.=0.054) were less favored, indicating potential concerns over flexibility
or control associated with these payment methods.

The interest rate attribute, representing interest rates per month, holds the second-highest
importance at 24.643%. Interestingly, higher interest rates were preferred, with 1.5% per month
(U=0.489, S.E.=0.123) being the most favored. This preference for higher rates could suggest that
respondents associate these rates with other favorable loan terms, such as longer repayment
periods or lower initial barriers to entry. Lower interest rates like 1.2% per month (U=0.122,
S.E.=0.031) were less preferred, which might indicate skepticism about the trade-offs required
for lower rates.

The attribute loanable amount, which considers the loan amount relative to monthly income,
was the third most important at 20.207%. Respondents showed a clear preference against loans
that significantly exceed their monthly income, as indicated by the negative utility estimates for
all levels: up to 100% (U=-0.029, S.E.=0.042), up to 200% (U=-0.058, S.E.=0.083), and up to 300%
of monthly income (U=-0.087, S.E.=0.125). This suggests a cautious approach to borrowing,
where respondents are mindful of their repayment capabilities and the potential financial strain
of larger loans.

Collateral, although the least important with a relative importance value of 17.730%, still
plays a role in decision-making. Loans requiring collateral (U=0.126, S.E.=0.034) were preferred
over those without collateral (U=-0.126, S.E.= 0.034), indicating that respondents might perceive
collateral as a way to secure more favorable loan terms or as a sign of the lender’s
trustworthiness and stability.

Conjoint analysis indicates that respondents give higher importance to the payment method
and interest rates when evaluating personal loans. The Mati City market has a pronounced
inclination towards postdated checks and elevated interest rates, potentially as a result of
advantageous lending terms. Although income-related borrowing limitations are substantial,
respondents tend to avoid loans that greatly surpass their monthly income, indicating a prudent
borrowing mindset (Hall, 2003). While collateral requirements are not as crucial, they are
nevertheless preferred, indicating a preference for lending arrangements that offer security, due
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to the fact that there is collateral available to replenish the money that clients have borrowed
(Prihantoro et al., 2020). These subtle preferences emphasize the significance of customized loan
solutions that target individual borrower concerns and preferences.

The correlations between observed and estimated preferences, as shown in Table 2, reveal
important insights into the model's performance. Pearson's R value of .911 (p < .001) indicates a
very high correlation between observed and predicted preferences, suggesting that the model
effectively captures the underlying preferences of respondents. Similarly, Kendall's tau value of
.800 (p < .001) further supports this strong association, confirming that the ranking of
preferences by the model closely aligns with the observed data.

Table 2. Correlations between observed and estimated preferences

Value Sig.
Pearson's R 91 .000
Kendall's tau .800 .000
Kendall's tau for Holdouts .333 .248

Interestingly, Kendall's tau for holdouts, although lower at .333, is non-significant (p = .248).
This non-significant result can be interpreted as there being no significant difference in the
responses between the main plancards and the holdout profiles. In other words, the model's
predictions for the holdout profiles do not deviate significantly from the actual preferences,
indicating that the model generalizes well to new data (Orme, Alpert & Christensen, 1997). This
lack of significant difference suggests that the model is not overfitting the training data and
maintains its predictive power even for profiles that were not part of the initial training set.

Based on the results of the additive model in Table 3, three notable profiles emerge that
demonstrate significant insights into the preferences of respondents: Profiles 9, 7, and 4. These
profiles highlight the nuanced preferences of respondents, illustrating a clear preference for
lower interest rates, secure payment methods, and the perceived safety net provided by
collateral. The additive model effectively captures these preferences, demonstrating the
importance of balancing interest rates, payment methods, and collateral requirements to meet
respondent needs (e.g., Jrad, 2023; Herman et al., 2023; Karanja & Simiyu, 2022).

Table 3. Additive model results for the plancards

ID Attributes Total Rank
Collateral Interest Rate Mode of Payment Loanable Uti lity
Amount
1 -.126 .367 -.148 -.029 0.942 1"
2 -.126 .367 217 -.029 1.307 5
3 126 122 217 -.087 1.256 7
4 126 .489 -.148 -.029 1.316 4
5 .126 .245 -.148 -.029 1.072 9
6 .126 .367 -.148 -.087 1.136 8
7 -.126 .489 217 -.058 1.400 2
8 .126 .489 -.069 -.029 1.395 3
9 .126 .245 217 -.029 1.437 1
10 .126 122 -.148 -.058 0.92 15
11 -.126 .489 -.148 -.087 1.006 10
12 -.126 122 -.148 -.029 0.697 16
13 .126 .367 -.069 -.058 1.244 6
14 -.126 .245 -.069 -.087 0.841 12
15 -.126 122 -.069 -.029 0.776 14
16 -.126 .245 -.148 -.058 0.791 13
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Profile 9, which ranks first with a utility score of 1.437, is distinguished by having collateral,
an interest rate of 1.3% per month, post-dated checks as the mode of payment, and a loan
amount up to 100% of monthly income. The high utility score can be attributed to the favorable
interest rate, as well as the preferred mode of payment. The presence of collateral, while often
seen as a security measure for lenders, is perceived positively in this context. This suggests that
respondents prioritize lower interest rates and the convenience of post-dated checks over the
flexibility of no collateral (Agani, 2022). The combination of these factors evidently aligns well
with the preferences of the respondents, making this profile highly attractive.

Ranked second with a utility score of 1.4, Profile 7 features no collateral, an interest rate of
1.5% per month, post-dated checks for payment, and a loan up to 200% of monthly income. This
profile's high ranking indicates a strong preference for higher loan amounts and the use of post-
dated checks, despite the higher interest rate. The absence of collateral here is less detrimental,
suggesting that the convenience of a higher loan amount and flexible payment method can offset
the higher cost (Anderson & Joeveer, 2014; Pearlman, 2010). This profile highlights the
importance of loan size and payment method in shaping respondent preferences, even when
higher interest rates are involved.

Profile 4, which is ranked fourth with a utility score of 1.316, includes collateral, an interest
rate of 1.5% per month, auto debit arrangement for payment, and a loan up to 100% of monthly
income. The inclusion of collateral and the higher interest rate are balanced by the convenience
of auto-debit payments, which may be perceived as more reliable and easier to manage (Isa et
al., 2023; Soehardi, 2023; Sone, 2023). The combination of these attributes suggests that while
respondents are concerned about interest rates, the security provided by collateral and the ease
of automated payments are also significant factors in their decision-making process. This profile
underscores the nuanced trade-offs respondents are willing to make between cost, security, and
convenience.

CONCLUSION

The results of the conjoint analysis reveal that mode of payment is the most influential
attribute shaping the preferences of prospective personal loan borrowers, accounting for the
highest relative importance. Among the options presented, postdated checks emerged as the
most preferred mode, suggesting that borrowers perceive this method as more convenient and
manageable compared to auto-debit arrangements or over-the-counter payments. While
collateral holds the lowest relative importance, it still plays a significant role in loan preference
decisions. The preference for loans with collateral suggests that borrowers may associate
collateral with improved loan conditions or a higher level of institutional trustworthiness.

Notably, profiles 9, 7, and 4 exhibit the strongest appeal, characterized by favorable
combinations of lower interest rates, secured payment mechanisms, and the presence of
collateral. These profiles illustrate the importance of aligning multiple loan features to match
borrower expectations. The findings highlight that borrowers value a blend of affordability,
security, and flexibility, underscoring the utility of an additive model in capturing complex
consumer preferences.

Overall, the study supports the necessity of developing personalized loan offerings that
address key borrower priorities—convenient payment systems, competitive interest rates, and
the option to secure loans with collateral. In line with Glasser’s (1999) Choice Theory, these
preferences reflect underlying psychological needs for safety, autonomy, and economic stability.
Financial institutions, particularly in the microfinance sector, are encouraged to use these
insights to design client-centric loan products that not only meet financial objectives but also
enhance borrower satisfaction and retention.
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