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The Role of Manufactured Housing

The US housing market is facing a shortage of millions of homes, an outcome that has pushed homes out
of reach for most low- and middle-income households. The housing supply shortage encompasses
single-family homes and multifamily properties and owner-occupied and rental housing. There is no
single reason new housing production remains low. Broadly speaking, the supply shortage has five main
causes: local and state zoning restrictions that favor detached single-family construction?; stringent
building codes that increase construction costs; chronic labor shortages in the construction sector; the
high costs of building materials; and financing difficulties for affordable options, such as manufactured
homes, accessory dwelling units, and home preservation. These issues are deeply structural and
multipronged, making it difficult to identify and develop centralized solutions that apply nationwide
(Kaul, Goodman, and Neal 2021).

Because manufactured housing is inherently low-cost housing, it could be a part of the solution to
the affordability crisis. Manufactured homes cost significantly less than site-built housing, and the
quality and appeal of manufactured homes built to US Department of Housing and Urban Development
(HUD) standards has improved drastically. Yet, annual shipments of manufactured homes remain low
by historical standards. In this report, we discuss the role of manufactured housing in prior decades,
describe its current state, and outline the role it can play in alleviating the supply shortage. We begin by
guantifying the nationwide supply crisis and discuss some of the actions taken so far. We then explain
key reasons manufactured housing can be a part of the solution, specifically discussing product quality
improvements, shifts in consumer attitudes toward and rising demand for manufactured housing,

increased production capacity, and better affordability relative to site-built homes.

Financing difficulty for affordable options such as manufactured homes, preservation, and
accessory dwelling units is well documented, but financing’s role in exacerbating the supply crisis is
often underappreciated (Goodman, Kaul, and Neal 2022). In this report, we discuss financing barriers
that adversely affect credit availability for manufactured homes and provide recommendations to
improve access to credit, especially for chattel lending. We propose that the government-sponsored
enterprises (GSEs) explore pilot programs to acquire chattel loans and lay off credit risk to private
investors. We also offer suggestions to improve existing GSE and Federal Housing Administration
(FHA) manufactured home lending programs by streamlining the process and reducing costs. Toward
the end of the report, we provide a high-level estimate of how many additional units of manufactured
housing could be added to the housing stock in the coming years, quantifying the role it can play in

easing the supply crisis.



Quantifying the Housing Supply Shortage

Several studies have quantified the housing supply shortage. Khater, Kiefer, and Yanamandra (2021)
estimate the supply shortage by assuming every household needs a place to live and some level of
vacancy is necessary in a well-functioning housing market. They construct a target number of
households and a target vacancy rate and estimate that it would take 3.8 million additional housing
units to meet current demand. The National Association of Realtors estimates that a slower annual pace
of residential completions from 2001 to 2020 relative to the annual pace from 1968 to 2000 has
resulted in at least 5.5 million fewer units being built from 2001 to 2020 (Rosen et al. 2021).

A third way to quantify the shortage is to look at population-adjusted housing construction: single-
family units plus multifamily units plus manufactured housing built per 1,000 people. In 2021,
population-adjusted housing construction stood at 5.1 units per 1,000 people (1.69 million units
produced, 331 million estimated population) (figure 1). Although this number is up from the level just
after the financial crisis, it is considerably lower than the 7.8 units, on average, from 1959 to 2006.
Figure 1 also shows that single-family units (one-to-four-family units) and manufactured home
shipments are recovering slowly and running well below historical levels. Multifamily units, though
lower than in the 1960s, 1970s, and early 1980s, are close to their highest level since the passage of the

1986 Tax Act, which eliminated some of the favorable tax breaks for investment properties.

FIGURE 1
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m Single-family starts Multifamily starts ~ ® Manufactured home shipments

16
14
12
10
8

6

2

0
1960 1964 1968 1972 1976 1980 1984 1988 1992 1996 2000 2004 2008 2012 2016 2020

URBAN INSTITUTE

Source: Urban Institute calculations of US Census Bureau data.
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The obvious solution to the supply crisis is to build more single-family, multifamily, and
manufactured housing. More multifamily construction would be the most efficient way to alleviate
shortages in urban areas close to employment and transit centers, where land is scarce and the
affordability crisis particularly acute. But more multifamily construction needs to be accompanied by
increasing the density of new single-family units and pivoting to lower-cost alternatives to site-built
housing, such as manufactured homes. This is likely to work better in suburban areas and towns with
more buildable land. During the COVID-19 pandemic, even smaller cities, towns, and rural areas have
experienced rapid home price increases and dwindling inventory levels because of out-migration from

large cities.

Manufactured homes can also mitigate the impact of the aging housing stock. More than half the US
housing stock of 140 million units is more than 42 years old, and more than a quarter is more than 62
years old. Although home preservation plays a crucial role in extending useful life, manufactured homes
could be aviable solution for very old or unsafe homes that are uneconomical to repair. Jurisdictions
with a large stock of such homes could improve housing quality for their residents through zoning

reforms that permit manufactured housing.

Steps have been taken to address some of these issues, such as restrictive zoning regulations.?
Other issues, such as the high costs of materials and the construction labor shortage, are rooted in the
structure of the economy and are dictated by market forces. The Biden administration has unveiled
plans that the White House estimates would create or preserve 100,000 units over the next three
years® and help close the housing supply shortfall in five years.* Among other actions, these plans call

for supporting the permitting, production, and financing of manufactured housing.

Manufactured Housing Can Be Part of the Solution
to the Supply Problem

Figure 2 shows that between 1977 and 1993, the number of manufactured housing units shipped
fluctuated between 200,000 and 300,000, averaging 240,000 units per year. From 1994 to 2000, the
number of manufactured housing units increased to more than 300,000 per year, an unsustainable level
caused by overproduction and loosening financing standards, which resulted in credit being extended to

borrowers who could not afford the homes.
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FIGURE 2
Annual Shipments of Manufactured Homes
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Sources: US Census Bureau and US Department of Housing and Urban Development.

As foreclosures and repossessions increased in 1999, new and used manufactured housing units
flooded the market. Tighter credit standards for new borrowers further decreased demand, and
production crashed, decreasing to an average of 170,000 units per year from 2000 to 2005. The decline
in shipments was followed by the nationwide housing bubble and the Great Recession. Shipments
continued to decline, reaching a low of about 50,000 units per year from 2009 to 2012, followed by a
gradual recovery. In 2021, nearly 106,000 units shipped, double the 2009-12 level. And 2022 has
started off strong: January to April shipments are 12 percent higher compared with same period in
2021. Despite these increases, manufactured home shipments as a share of new single-family
production remains low. This share ranged from 15 percent to 27 percent between 1977 and 1995 but

has averaged only about 9 percent in the past decade.

The number of manufactured homes being shipped remains low because of zoning and financing
constraints. Zoning constraints affect manufactured homes that are in communities and those on
privately owned land (often owned by the person who owns the manufactured home or a family
member). In many jurisdictions, zoning regulations outright ban manufactured housing, whether in
manufactured housing communities or on privately owned lots. According to a recent Freddie Mac
report, more than a million people living in jurisdictions with stringent manufactured housing zoning

regulations are mortgage ready and would be able to achieve homeownership if zoning were less
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stringent (Aw, Brown, and Yea, n.d.). Even when permitted, manufactured homes often face additional
restrictions, such as minimum lot sizes in excess of what is required for site-built homes or special
permitting, adding costs and delays and effectively prohibiting their use. As a result, it has become
difficult to build new manufactured housing communities (few have been built since 2000) or, in many

localities, even install a new manufactured housing unit on a privately owned lot.

Consumer Demand for Manufactured Housing Is Rising

The steady increase in the number of manufactured housing units shipped since 2010 indicates that
demand for manufactured housing remains healthy. Further, as prices for site-built homes rise beyond
what middle-income families can afford, manufactured housing could play an increasingly larger role in
the market. As discussed later, the quality of newly built manufactured homes has improved

substantially, owing to HUD code updates and the industry’s focus on improving quality.

The 106,000 units shipped in 2021 represented a 12 percent increase from 2020 (94,000 units).
Per filings of publicly traded manufactured home builders, the industry experienced strong demand
growth in 2021 but could not keep production up (table 1). As a result, the industry had a substantial
order backlog at the end of 2021. From these public filings, we estimate that the total industry-wide
backlog was 47,400 units at the end of 2021.

TABLE 1
Estimated Manufactured Housing Unit Backlog as of December 2021

Market share in Units shipped in Backlog, as of Estimated unit
2021 2021 year-end 2021 backlog
Cavco Industries 14.0% 14,800 $1.1 billion 10,200
Clayton Homes 47.3% 50,000 $1.4 billion 13,000
Skyline Homes 17.0% 18,000 $1.5 billion 13,900
Others 21.7% 23,000 $1.1 billion 10,300
Total 100.0% 105,800 $5.1 billion 47,400

Source: Urban Institute estimates based on public company filings and US Census Bureau data.

To keep up with rising demand, builders have added new capacity. In 2011, 122 plants produced
manufactured homes; as of January 2022, the number had increased to 140 plants, according to data
from the Manufactured Housing Institute (figure 3). More factories are coming online in the coming

months as builders try to work through backlog and cater to higher demand.>
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FIGURE 3
Number of Plants Producing Manufactured Homes
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Sources: Manufactured Housing Institute and the Institute for Building Technology and Safety.

The Quality of Manufactured Housing Has Improved Substantially

In the past, manufactured housing was more susceptible to damage from natural disasters. Over time,
the HUD Code has mandated changes that make modern manufactured homes significantly more
resilient to fire and natural disasters than pre-HUD-Code housing. Before 1977, manufactured housing
was unregulated at the federal level. HUD implemented the first federal construction standards for all
manufactured homes produced after June 15, 1976, as mandated by the 1974 Manufactured Housing
Construction and Safety Standards Act (1974 Act). The act granted HUD the authority to establish a
single federal construction standard that preempts state and local codes.® These requirements regulate
energy efficiency, durability, fire safety, transportability, and material and construction quality.
Establishing a uniform code and standards ensured a minimum level of quality and allowed for more

standardization, decreasing manufacturing costs.

The improved standards after 1976 also helped distinguish between the terms “mobile homes” and
“manufactured homes,” which were often used interchangeably before the HUD Code. The Housing Act
of 1980 mandated the term “manufactured” be used in place of “mobile” in all federal laws and
literature that referenced homes built after 1976. The term “mobile home” often carried stigma
surrounding product quality, as homes built in 1976 or earlier often resembled campers or trailers that

could be easily moved if needed. In contrast, “manufactured homes” built after 1976 saw major

[ THE ROLE OF MANUFACTURED HOUSING



improvements in design, quality of material, and construction standards inside climate-controlled

building facilities. These upgraded standards allowed the sizes of these homes to expand significantly as
homebuyers were given the option to choose between single-section, double-section, and triple-section
designs, with larger homes more likely to be placed on a permanent foundation similar to their site-built

counterparts.

The damage caused by natural disasters, including Hurricane Hugo in 1989, Hurricane Andrew in
1992, and the Northridge earthquake in 1994, prompted HUD to collect more data on how disasters
affect manufactured housing. After conducting additional studies on wind safety, construction methods,
anchoring systems, condensation control, and energy conservation, HUD updated its code in 1994 to
improve disaster resiliency. The Manufactured Housing Improvement Act of 2000 resulted in further
quality improvements (Committee on Banking 2000). The act gave HUD the authority to establish
installation standards that would become nationwide minimum standards.” These standards apply to
work performed on site, such as foundation, anchorage, close-up work, and postplacement connections
of appliances and utility systems. These standards complemented the construction and safety standards
established by the 1974 Act that must be met before the home is shipped from the production facility.
Manufacturers are required to self-certify that their manufactured homes conform with the federal

Manufactured Home Construction and Safety Standards established by the 1974 Act.

Damage assessments of homes affected by Hurricane Charley in 2004 concluded that
manufactured homes built to the 1994 standards performed significantly better than homes built
before 1994 (Goswami 2005). Research also shows that when anchored properly, manufactured homes
built after 1994 were at least as safe as site-built homes during tornadoes and hurricanes. Quality
improvements in construction and installation practices have increased durability so that the life

expectancy of factory-built housing is increasingly comparable with that of site-built housing.®

American Housing Survey (AHS) data provide strong empirical evidence that manufactured housing
quality has improved. Manufactured homes built after the 1974 and 1994 code updates were built to
increasingly higher standards compared with homes built in previous periods. Table 2 shows the share
of manufactured and site-built homes built in a given period that were classified “inadequate” in the
next decade. This allows us to control for home age. The homes’ conditions are defined by the AHS
physical adequacy rating, which considers more than 14 criteria, including plumbing and water facilities,
electric and heating equipment, and structural conditions. The inadequacy share is the ratio of the

number of homes classified inadequate to the number homes built in the period.
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Of the manufactured homes built between 1970 and 1979, 9.3 percent were classified inadequate
by the American Housing Survey in 1989. This share dropped substantially to 4.2 percent for homes
built between 1980 and 1989 and surveyed in 1999, likely reflecting the full impact of the 1976 code
improvements. The subsequent two periods show continued quality improvement, with the inadequacy
ratio falling to 2.4 percent for homes built between 1990 and 1999 and to 2.2 percent for homes built
between 2000 and 2004 and surveyed in 2013.? While the inadequacy share for site-built homes has

also come down, the gap between the two has narrowed significantly.

TABLE 2
Inadequate Homes
Manufactured versus site-built housing

Period home Share of manufactured Share of site-built homes
was built AHS survey year homes deemed inadequate deemed inadequate
1970-79 1989 9.3% 6.6%

1980-89 1999 4.2% 3.7%

1990-99 2009 2.4% 2.5%

2000-04 2013 2.2% 1.5%

Source: 1989-2013 American Housing Survey (AHS) data.

In terms of energy efficiency, around 25.6 percent of manufactured homes shipped in 2021 were
Energy Star certified, according to Manufactured Housing Institute data. Energy Star-certified
manufactured homes are designed, manufactured, and installed to meet energy efficiency requirements
set by the US Environmental Protection Agency.° The energy-efficient features of these homes help
lower utility bills. Only 7.9 percent of single-family site-built homes completed in 2020 were Energy
Star certified. A major reason manufactured homes consume less energy than site-built homes is
because they are smaller. Recently finalized changes to federal energy efficiency standards could make
manufactured homes even more energy efficient. In May 2022, the US Department of Energy adopted?
anew tiered approach where lower-cost homes would be subject to less stringent efficiency standards

to keep prices relatively affordable.

Manufactured Housing Is More Affordable Than Site-Built Housing

Manufactured housing is one of the most affordable types of housing available (table 3). The average
sales price for manufactured homes in 2021 was $108,100, excluding land, according to the US Census
Bureau'’s Survey of Construction and its Manufactured Housing Survey. As of January 2022, the
average sales price had increased to $122,500, reflecting strong consumer demand, high inflation, and

continued labor shortages. In comparison, the average price of new site-built homes in 2021, excluding
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land, was $365,900.12 In 2021, the average size of newly constructed site-built homes was 2,544 square

feet compared with 1,497 square feet for newly built manufactured homes.

Controlling for size, prices of manufactured homes are half the prices of their site-built
counterparts, on average. In 2021, the average price, excluding land, per square foot for site-built
homes was $144 compared with only $72 for manufactured homes. The difference can be attributed
largely to factory-built construction, which is less labor intensive and more automated. Factory-built
constructionis also less prone to weather-related delays and waste, which speeds up the process and

reduces costs.

The affordability advantage of manufactured housing creates opportunities for households with
low incomes to become homeowners. In 2021, the median income for manufactured home buyers stood
at $57,000 compared with $93,000 for site-built borrowers, according to Home Mortgage Disclosure
Act data. More than 70 percent of manufactured home borrowers had annual incomes under $75,000 in

2021 compared with only 36 percent of borrowers who purchased site-built homes in 2021.

TABLE 3
Key Single-Family Housing Characteristics, by Construction Method, 2021

Manufactured homes Site-built homes
Average sales price, excluding land $108,100 $365,900
Average square footage 1,497 2,544
Average price per square foot $72 $144
Median homebuyer income $57,000 $93,000
Number of units completed 105,800 970,000

Sources: 2021 US Census Bureau Survey of Construction, 2021 US Census Bureau Manufactured Housing Survey, and 2021
Home Mortgage Disclosure Act data.

The share of newly built site-built homes that is affordable has declined sharply since 2014 (table
4). The share of new site-built homes priced under $250,000 (excluding land value) stood at 58.0
percent in 2014. By 2021, this share had fallen to 25.3 percent. The market for new site-built homes
priced below $125,000 was nonexistent in 2021, while the market for homes priced between $125,000
and $249,000 has shrunk considerably since 2014. For low-income households looking to buy homes

priced under $250,000, the site-built market offers limited opportunity.
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TABLE 4
Sales Price Distribution of New Site-Built Homes, Excluding Land

Year < $125,000 $125,000-249,999 2 $250,000
2014 6.3% 51.7% 42.0%
2015 4.5% 51.1% 44.4%
2016 3.2% 49.2% 47.7%
2017 2.0% 45.3% 52.7%
2018 2.5% 42.7% 54.8%
2019 1.5% 44.9% 53.6%
2020 0.6% 41.8% 57.6%
2021 0.0% 25.3% 74.7%

Source: 2021 US Census Bureau Survey of Construction.

TABLE 5
Sales Price Distribution of New Manufactured Homes, Excluding Land

Year < $125,000 $125,000-249,999 2 $250,000
2014 95.9% 4.0% 0.0%
2015 95.4% 4.6% 0.0%
2016 94.7% 5.3% 0.1%
2017 94.8% 4.8% 0.4%
2018 91.2% 8.7% 0.1%
2019 88.4% 11.4% 0.2%
2020 85.5% 14.5% 0.1%
2021 67.3% 32.1% 0.6%

Source: 2021 US Census Bureau Survey of Construction.

The manufactured housing market has also seen significant price increases, given rising labor and
materials costs, as well as strong demand and high inflation during the pandemic. Despite this, the share
of new manufactured homes priced below $125,000 was 67.3 percent of new units shipped in 2021
(table 5). Note that the share of manufactured homes priced between $125,000 and $249,999 has
jumped from 4.0 percent in 2014 to 32.1 percent in 2021. This suggests that manufactured housing has
the potential to serve the needs of households priced out of site-built housing. As affordability
pressures intensify further, we would expect the share of new manufactured homes priced between

$125,000 and $250,000 to keep rising.

Manufactured Housing Is Becoming More Appealing to Younger Households

Better affordability makes manufactured housing especially attractive to younger households, first-
time homebuyers, and millennials struggling to navigate a tight market. Compared with site-built home
buyers, manufactured housing buyers have historically skewed older. Although this is still true, data

show that the gap has narrowed (table 6). The share of manufactured home borrowers younger than 45
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increased 3.6 percentage points from 52.1 percent in 2018 to 55.7 percent in 2021. The same share for
site-built housing increased by 1.3 percentage points from 62.4 percent to 63.7 percent over the same
period. With site-built housing becoming more expensive and out of reach for middle-class families,
more younger households may be opting for manufactured housing. This could also be a sign that

historical negative perceptions®® surrounding manufactured housing may be changing.

TABLE 6
Share of Homebuyers Younger Than 45

Year Manufactured homes Site-built homes
2018 52.1% 62.4%
2019 52.8% 62.3%
2020 54.8% 64.3%
2021 55.7% 63.7%

Source: 2018-21 Home Mortgage Disclosure Act data.

Manufactured homes can be built in various sizes, from single-section units to multisection units. A
single-section home can typically range from 700 to 1,400 square feet and is easily transported to the
construction site. Multisection units are essentially single-section units that are joined on site but
transported separately because of size constraints. Demand for multisection manufactured homes has
increased since 2011.1n 2011, 26,327 multisection manufactured homes were shipped, or 51.0 percent
of total shipments. In 2021, this number rose to 61,017 units and accounted for 57.7 percent of all units
shipped. This is consistent with the data presented earlier—that is, a decreasing median manufactured
home buyer age, increasing square footage,'* and a rising share of homes priced between $125,000 and
$250,000. These findings suggest that younger households and families looking for space are showing

greater willingness to buy manufactured housing than was the case historically.
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FIGURE 4
Manufactured Home Shipments over Time
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Source: US Census Bureau.

Improved Access to Financing Can Boost Demand
for Manufactured Housing

Manufactured Home Retail Sales and Financing Overview

Obtaining affordable financing for manufactured home purchases has been and continues to be
challenging. These challenges stem in part from the way homes are sold and financed, which is different
compared with site-built homes. New and used manufactured homes are sold via retail stores (CFPB
2014). Prospective homebuyers visit a store, select one of the available models, and choose from
several financing options listed on the lending board at the retail store. The visit may resemble buying a

car from an auto dealership more than buying a site-built home in that the consumer may choose to
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purchase a new home or a pre-owned one from the sales lot. Sometimes, communities will buy homes

directly from manufacturers and sell to borrowers for habitation in that community.

The lenders listed on the lending board are those that have convinced the retailer that they have a
reasonable probability of financing the purchase while providing a positive experience to the customer.
This gives retailers comfort that the sale will not fall through because of financing or customer service

issues.

At the same time, the lending board creates barriers to entry for new or smaller lenders with fewer
retailer relationships, which reduces competition. And there is no easy way to get on lending boards
because the retail industry is highly fragmented, consisting of thousands of small independent
businesses. Manufactured home lending, on the other hand, especially chattel lending, is highly
concentrated among a handful of lenders. Eighty-five percent of chattel lending volume in 2021 was
originated by the 10 largest lenders by volume compared with 29 percent of manufactured home
mortgages. Although homebuyers can shop for financing outside the retailer, most choose from the
lending board options. Additionally, there is no guarantee that a lender not on the lending board will do

business with the retailer.

Access to Chattel Financing Remains Challenging

Manufactured homes may be titled as either personal property (chattel) or real property. Real property
requires the home to be permanently affixed to land owned by the homeowner. In part because
manufactured homes are often sold separately from the land on which they are sited, many

homeowners title their property as chattel even when they own the land (Russell et al. 2021).

Chattel financing is more expensive than mortgage financing. Loans to finance personal property
carry higher interest rates, shorter terms, and fewer consumer protections than loans on homes titled
as real property. According to 2021 Home Mortgage Disclosure Act data, the median interest rate on
chattel purchase loans was 7.8 percent compared with 3.5 percent on manufactured home mortgages.
These higher rates become more cost-prohibitive when combined with the shorter loan term. Table 7
summarizes additional characteristics for chattel loans and manufactured home purchase mortgages

originated in 2021.
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TABLE 7
Select Purchase Loan Characteristics, 2021

Chattel loans Manufactured home mortgages
Originations $4.9 billion $15.2 billion
Share of borrowers who own land 28.3% 99.9%
Median term 20 years 30 years
Median income $55,000 $58,000
Median mortgage interest rate 7.8% 3.5%
Median loan amount $75,000 $155,000

Source: 2021 Home Mortgage Disclosure Act data.

Interest rates on chattel loans are high for a few reasons. Neither Fannie Mae nor Freddie Mac
offers chattel financing, and the FHA’s share of the chattel market is very small. Most chattel loans are
financed via private portfolios. Eighty-six percent of chattel purchase lending in 2021 was financed via
portfolios or private-label securities. The federally backed share was negligible (table 8). Additionally,
chattel loans are secured by only the structure, which depreciates in value over time and exposes
lenders to increased risk. Chattel loans are also significantly smaller, requiring lenders to charge more in
relation to the loan balance. But the small loan helps keep monthly principal and interest payments low.
Affordability is also aided by lower property taxes relative to site-built homes, given the lower purchase

price.

The GSEs finance only manufactured homes that are built to HUD standards and titled as real
property. Although HUD finances chattel loans, volumes are very small. HUD’s chattel loan limit is
$69,678. This is too low for most buyers, given that the average sales price of a new manufactured

home without land, transportation, or set-up costs was $108,100 in 2021.

TABLE 8
Chattel Purchase Lending Distribution, by Channel

Year GSE FHA VA PLS Portfolio Other
2018 0.3% 1.6% 0.2% 0.0% 87.3% 10.5%
2019 0.2% 0.6% 0.2% 2.5% 84.7% 11.7%
2020 0.2% 0.5% 0.1% 1.7% 85.8% 11.6%
2021 0.4% 0.5% 0.1% 2.3% 83.4% 13.3%

Source: 2018-21 Home Mortgage Disclosure Act data.

Notes: FHA = Federal Housing Administration; GSE = government-sponsored enterprise; PLS = private-label securities; VA = US
Department of Veterans Affairs. “Other” includes all loans purchased by an entity from the institution outside of the GSEs, Ginnie
Mae, private securitizers, commercial banks, savings banks, savings associations, credit unions, mortgage companies, finance
companies, life insurance companies, or affiliate institutions (i.e., Farmer Mac).

Compared with chattel purchase lending, the channel distribution of manufactured home purchase

mortgages is much more uniform. In 2021, the GSE share of manufactured home purchase mortgages
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was 24.2 percent, compared with the FHA share of 34.4 percent and portfolio share of 30.1 percent.

Overall, 67 percent of purchase lending was federally backed.

TABLE 9
Manufactured Housing Mortgage Purchase Distribution, by Channel

Year GSE FHA VA PLS Portfolio Other
2018 19.0% 35.7% 10.1% 0.4% 32.7% 2.1%
2019 18.3% 36.6% 10.8% 0.9% 31.1% 2.4%
2020 21.1% 34.0% 9.3% 0.5% 32.8% 2.3%
2021 24.2% 34.4% 8.7% 0.2% 30.1% 2.3%

Source: 2018-21 Home Mortgage Disclosure Act data.

Notes: FHA = Federal Housing Administration; GSE = government-sponsored enterprise; PLS = private-label securities; VA = US
Department of Veterans Affairs. “Other” includes all loans purchased by an entity from the institution outside of the GSEs, Ginnie
Mae, private securitizers, commercial banks, savings banks, savings associations, credit unions, mortgage companies, finance
companies, life insurance companies, or affiliate institutions (i.e., Farmer Mac).

The Federal Government Can Play a Bigger Role in the Chattel Financing Market

There are a few ways we can improve chattel financing to better serve borrower needs. HUD should
increase chattel loan limits to reflect market prices and should institute a process for annual increases
in line with home price appreciation. This increase would ensure loan limits reflect market prices.
Second, we should reduce costs wherever we can. According to data provided by Cascade Financial,
FHA requirements for inspection, foundation, termite pretreatment, and final survey can add more than
$11,000 to a home’s purchase price. For private loans, these services cost $4,800.%° The extra cost is

added to the loan amount and increases the monthly payment.

There are only a handful of FHA chattel lenders, as Ginnie Mae requires issuers to have a minimum
net worth of $10 million plus 10 percent of outstanding obligations to participate in its manufactured
housing program. For its single-family program, these requirements are $2.5 million plus 0.35 percent
of outstanding obligations. As a result, many small lenders find it uneconomical to offer manufactured

housing financing or must do so at higher interest rates.

Availability and affordability of chattel financing would be further improved if the GSEs entered
this space. A GSE-backed chattel product would provide incentives for more lenders to offer financing
and at better terms. Although chattel loans are riskier than manufactured home mortgages, the GSEs
could structure pilot programs to acquire chattel loans and lay off some of the risk to the private
markets (Brickman 2022). To make a meaningful contribution, however, this program must be scalable,
which requires standardization and transparency. The GSEs would need to establish credit and

servicing policies for chattel loans and monitor lending activity on an ongoing basis to ensure it is done
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safely. Chattel financing is riskier, but one can contemplate a GSE-backed product with an interest rate

somewhere between current chattel rates and manufactured housing mortgage rates.

There is private market precedent for securitizing chattel loans. In 2021, $135 million in chattel
originations were financed through private-label securities, representing 2.4 percent of total chattel
originations of $5.7 billion. Experience from these private-label securities transactions indicates that
investors have appetite for this risk. Moreover, deal performance remains strong. According to data
provided by Cascade Financial Services for its CMAT 2019-MH1 transaction, only 0.91 percent of
outstanding loans as of March 2022 were 90 or more days delinquent (excluding foreclosures) and 2.47
percent were in foreclosure. Underlying loans were originated from 2017 to 2019, and 70 percent of
the origination loan balance was chattel. The average credit score was 627, the average loan-to-value
ratio was 92 percent, and the average debt-to-income ratio was 38.2 percent. The average loan amount

was $86,000, and the average purchase price was $89,000.

A key appeal to investors is that loans backed by manufactured homes, both mortgages and chattel
loans, are less sensitive to interest rate changes compared with loans for site-built homes.’® When rates
fall, manufactured home prepayment speeds do not rise dramatically. This is a real advantage, as
investors are not forced to reinvest a surge of cash flows at lower rates. The slower prepayment speeds
are a function of three factors: weaker borrower credit profiles, smaller loan balances, and, for chattel

financing, the lack of a competitive refinance marketplace.
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FIGURE 5
Prepayment Speeds Comparison
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Figure 5 shows one-month total conditional prepayment rates for the Ginnie Mae |1 4.0 coupon, the
Cascade-issued Ginnie Mae 4.0 specified pool, and Cascade’s MH Asset Trust 2019-MH1 securitization.
The latter two are backed entirely by manufactured home loans. Manufactured home loans have
exhibited significantly slower prepayment speeds than the broader Ginnie Mae market. Ginnie Mae Il
speeds were higher even before the pandemic and escalated further during the pandemic as interest
rates fell. In comparison, speeds for the specified pool were muted before the pandemic and exhibited a

smaller increase during the pandemic, as did the Cascade non-agency pool.

Borrowers have very limited opportunity to refinance chattel loans. The refinance share of chattel
originations has been persistently low, staying under 10 percent since 2018, and significantly lags the
refinance shares for mortgages on site-built or manufactured homes (figure 6). In 2021, one of the best
times to refinance in a generation, the refinance share of originations in the site-built market was 61.2
percent, compared with 43.4 percent for manufactured home mortgages and just 7.5 percent for chattel

loans.
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FIGURE 6
Refinance Shares of Originations, by Product
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Source: 2018-21 Home Mortgage Disclosure Act data.

Improvements to Manufactured Housing Mortgage Financing

Although manufactured home mortgage financing is cheaper than chattel, there is room for
improvement. Although land purchase is a separate transaction from buying a manufactured housing
unit, financing for the two is linked. Unlike site-built homes, manufactured home mortgage financing is
typically disbursed in stages: the first draw covers land purchase, the second pays for land
improvement, and the final draw (when the construction loan is converted to permanent financing) is
made when the home is installed. Lenders must remain involved throughout this process and work with
the retailer or the manufacturer to resolve any issues. Frictions along the way can delay the project. For
GSE manufactured home mortgages, income, employment, credit, and appraisal documentation must
generally be no more than four months old at closing. If the project takes longer, the borrower must be
underwritten again. The GSEs also generally charge a 50 basis-point loan-level pricing adjustment for
manufactured housing mortgages. Reducing these costs and process frictions can make the product

more affordable.
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How Many Manufactured Housing Units Could We Add
to the Housing Supply?

The severe shortage of affordable site-built homes is likely to fuel demand for cheaper alternatives in
the years ahead. This will provide the manufactured housing industry incentives to respond by raising
production. Suggested improvements to chattel financing could improve credit availability and boost
demand. Given the current low level of shipments by historical standards, significant room exists to
increase production. Between 1976, when the new HUD manufactured housing code when into effect,
and 1994, when the market began to overheat, 240,000 manufactured homes were shipped per year,
on average; in recent years, this number has averaged about 100,000 homes. Increasing annual
production to 170,000 homes (halfway between 100,000 and 240,000) in the face of a larger
population and the fact that manufactured housing is now a much-improved product is an achievable
target. The additional 70,000 homes created per year would add 700,000 new units to the housing

stock over a decade.

A simple forecast can illustrate why this outcome is reasonable (table 10). In 2021, 105,800 new
manufactured homes were shipped, 12 percent more than in 2020. January to April 2022 shipments are
running around 12 percent higher compared with the same period from 2021 as demand remains
strong. This trend is likely to accelerate during 2022 as new production facilities come online. But even
at 12 percent annual growth, full-year 2022 shipments would total around 118,000. If we assume a 10
percent shipment increase in 2023 and 2024 and 7 percent in 2025 and 2026, the industry would
produce close to 165,000 units in 2026. Additionally, if the right set of policies were put in place (i.e.,
zoning reforms to encourage more manufactured housing, as well as improvements to chattel
financing), this number could be even higher. Most importantly, all these units would be created in the
affordable segment of the market, mitigating the rising housing cost burdens low- and moderate-

income households face.
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TABLE 10
Estimated Manufactured Housing Shipments and Purchase Lending Volumes

2021 actual 2022 2023 2024 2025 2026
Total manufactured
housing home sales N/A 354,741 390,215 429,237 459,283 491,433
New shipments 105,800 118,247 130,072 143,079 153,094 163,811
Existing sales N/A 236,494 260,144 286,158 306,189 327,622
New units financed N/A 87,171 95,888 105,477 112,861 120,761
Existing units financed N/A 72,650 79,915 87,907 94,060 100,644
Average manufactured
housing purchase loan $141,448 $162,665 $178,932 $189,667 $201,048 $213,110
Estimated total purchase
volume (billions) $20.10 $25.99 $31.46 $36.68 $41.60 $47.18

Source: Urban Institute forecast.
Note: N/A = not applicable.

Increased annual shipments would also help purchase originations increase and aid further
development of the manufactured home lending market. As origination volumes rise, traditional
mortgage lenders might enter this market, increasing competition and offering better borrower terms.
Over time, improved access to credit would make it easier for households to purchase manufactured
housing, including resale units, which are more likely to be purchased for cash currently.’” To estimate
purchase volumes, we assume 15 percent annual home price appreciation in 2022 (down from 23
percent in 2021 in the wake of higher interest rates), 10 percent in 2023, and 6 percent thereafter.
Strong home price appreciation is likely to continue, given the demand and the high costs of building
materials and labor amid high inflation. In this forecast, we assume a financing share of 70 percent for
new shipments and 27 percent for resale units using data from the Texas Department of Housing and

Community Affairs.

Based on these assumptions, we estimate annual purchase originations will reach $47 billion by
2026. This is more than double the $20.1 billion in 2021. As discussed earlier, the refinance market for
chattel loans is miniscule today, given low competition and the lack of federally backed financing. With
proper reforms in place, refinance volumes, which are excluded from the above estimates, could also

increase.

Conclusion

The housing supply crisis is a collection of multiple problems with various underlying causes ranging
from stringent zoning and building code requirements, a shortage of construction labor, the high costs

of materials, and financing difficulties for low-cost housing. There is no silver bullet; each problem needs
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to be addressed individually. In this report, we have highlighted the role of manufactured housing from
a historical perspective and explained the role it can play in the future with the right set of policy and

market interventions.

The deficit of housing inventory and unaffordable prices, growing demand for low-price housing,
and improved consumer willingness to own manufactured housing strongly suggest that manufactured
housing can be an important component of a broader solution. Manufactured housing composes a small
share of housing production, accounting for just 9 percent of single-family starts in 2021, but it plays a
dominant role in the low-price segment of the market. New site-built production in this segment is
largely nonexistent, and affordability constraints are especially acute. With the right mix of zoning
reforms and financing improvements, meaningful supply of manufactured homes can be added to the

affordable housing supply in the coming years.
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About 91 percent of the single-family housing stock, or 85.6 million out of 93.8 million units, are detached
structures.

California and Oregon now permit accessory dwelling units in single-family zones as a matter of right.
Minneapolis, Minnesota; Seattle, Washington; Austin, Texas; Burlington, Vermont; and other cities allow
accessory dwelling units in single-family zones

White House, “Fact Sheet: Biden-Harris Administration Announces Immediate Steps to Increase Affordable
Housing Supply,” press release, September 1, 2021, https://www.whitehouse.gov/briefing-room/statements-
releases/2021/09/01/fact-sheet-biden-harris-administration-announces-immediate-steps-to-increase-
affordable-housing-supply/.

White House, “President Biden Announces New Actions to Ease the Burdens of Housing Costs,” press release,
May 16, 2022, https://www.whitehouse.gov/briefing-room/statements-releases/2022/05/16/president-biden-
announces-new-actions-to-ease-the-burden-of-housing-costs/.

Cavco, “Cavco Industries Announces Acquisition of Manufacturing Facility in North Carolina, Expanding
Affordable Home Production Capabilities,” news release, February 28, 2022, https://www.cavco.com/cavco-
industries-announces-acquisition-of-manufacturing-facility-in-north-carolina/; and Skyline Champion, “Skyline
Champion Opening Two-Plant Campus Creating over 250 Jobs,” press release, November 10, 2021,
https://ir.skylinechampion.com/press-releases/press-release-details/2021/Skyline-Champion-Opening-Two-
Plant-Campus-Creating-Over-250-Jobs/default.aspx.

Office of Policy Development and Research (PD&R), “HUD Standards for Manufactured Housing,” US
Department of Housing and Urban Development, PD&R, accessed June 14,2022,
https://www.huduser.gov/portal/periodicals/em/WinterSpring20/highlight1-sidebar1.html.

PD&R, “HUD Standards for Manufactured Housing.”

PD&R, “Effects of Market Forces on the Adoption of Factory-Built Housing,” US Department of Housing and
Urban Development, PD&R, accessed June 14,2022,
https://www.huduser.gov/portal/periodicals/em/WinterSpring20/highlight2.html.

In 2015, the AHS implemented a major survey and methodology redesign. This makes AHS estimates for 2015
and later years noncomparable with previous years.

“Energy Star Manufactured New Homes,” Energy Star, accessed June 14, 2022,
https://www.energystar.gov/newhomes/energy_star_manufactured_homes.

US Department of Energy, “DOE Updates Mobile Home Efficiency Standards to Lower Household Energy Bills,”
press release, May 18, 2022, https://www.energy.gov/articles/doe-updates-mobile-home-efficiency-standards-
lower-household-energy-bills.

The average sales price for new site-built homes (including land) in 2021 was $464,200, and the derived average
land price was $98,296, according to the Survey of Construction.

Rob Wirtz, “Home, Sweet (Manufactured?) Home,” Federal Reserve Bank of Minneapolis, July 1, 2005,
https://www.minneapolisfed.org/article/2005/home-sweet-manufactured-home.

The average size of new manufactured homes has increased from 1,438 square feet in 2014 to 1,497 square feet
in 2021, while the average size of new site-built homes has declined from 2,707 to 2,544 square feet during this
period.
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https://www.energystar.gov/newhomes/energy_star_manufactured_homes
https://www.energy.gov/articles/doe-updates-mobile-home-efficiency-standards-lower-household-energy-bills
https://www.energy.gov/articles/doe-updates-mobile-home-efficiency-standards-lower-household-energy-bills
https://www.minneapolisfed.org/article/2005/home-sweet-manufactured-home

15 Costs stated are based on recent loan transactions. Future costs may differ based upon such factors and
circumstances as changes in labor and material costs, the home type and its location, and the contractor used.

16 Laurie Goodman and Michael Neal, “It's Difficult for Manufactured Home Borrowers to Reap the Benefits of
Historically Low Interest Rates,” Urban Wire (blog), Urban Institute, September 17,2021,
https://www.urban.org/urban-wire/its-difficult-manufactured-home-borrowers-reap-benefits-historically-low-
interest-rates.

17 In Texas, 73.6 percent of existing manufactured homes titled in 2021 were purchased for cash compared with
30.3 percent of newly shipped homes.
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