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Investor Interest Picks Up in Inland Markets as Fundamentals Improve

Continued search for affordable hous-
ing options boosts rents for a 10th con-
secutive year. As America continues to
experience a shortage of housing, demand
in manufactured housing communities is
growing. The need for quality, affordable
housing is being largely driven by aging
baby boomers seeking to live in a warm
climate with amenities and recreational op-
tions. For these renters, highly amenitized,
newer communities in the Sunbelt are a top
choice, though vacancy has dropped to
tight levels in these parks. Thus, demand
is being pushed to smaller, older parks that
can incentivize residents with lower monthly
rents. On a per square foot basis, the av-
erage price for a manufactured home sits
roughly 10 percent to 30 percent below the
cost of a traditional site-built home, ensur-
ing continued demand at communities na-
tionwide as the lack of affordable housing
is prevalent in many metros. To combat the
housing crunch, just over 46,600 manufac-
tured homes have been shipped so far this
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year, a 17 percent increase over the same
six months of 2016. Demand is anticipated
to outpace supply growth for the 10th con-
secutive year, particularly in age-qualified
parks that feature resort-style amenities.
This will result in further rent gains this year
while still maintaining lower rates than oth-
er housing options that have escalated at a
substantial clip.

Activity picking up in smaller mar-
kets and older communities. The un-
der-the-radar manufactured housing sector
is garnering greater attention from institu-
tional and foreign investors as it continues
to be one of the best performers of the year.
Returns have been strong, commonly being
in double-digit territory for many commu-
nities across the nation, driven by demand
undercurrents and solid revenue streams.
Competition for investment grade parks is
stiffening as REITs and institutions increase
acquisitions of age-qualified and all-age
communities, driving some investors to look

to smaller parks that require infrastructure
upgrades or other improvements. A rise in
financing options for manufactured housing
communities has also contributed to greater
competition in the sector, leading to private
entities seeking out smaller communities
along with overall cap rate compression.
Parks in some areas of the country, primar-
ily coastal markets, are trading at a sub-5
percent cap rate and are receiving multi-
ple offers. Investors targeting higher yields
are increasing acquisitions in the Midwest,
where initial yields average 100 to 500 basis
points above similar parks in primary mar-
kets. A large number of listings in secondary
and tertiary markets will spur buyer activity
farther inland in areas where fundamentals
continue to strengthen. With the rise in cap-
ital and interest in the sector in recent years,
private investors will find that there is less
competition in smaller markets and for parks
that contain fewer than 150 lots. This grow-
ing buyer demand will support a strong year
of investment in manufactured housing.

East:

Tight supply and rising demand in the market
will tighten vacancy in many areas.

Strengthening demand brought the vacancy rate down 110 basis points over the past year, sig-
naling further improvement this year. Sub-7 percent vacancy in the both subregions will maintain

or grow rents slowly due to small, older properties being filled.

Midwest:

Higher initial returns and a greater number of
listings draw buyers from other regions.

Buyers will bid aggressively for quality proper-
ties, while value-add options will be sought.

Tight cap rates will make some buyers shift to
smaller assets where amenities can be added.

Demand for quality communities contributed to a 140-basis-point compression in vacancy, while
rents increased slightly. Going-in cap rates are above those in coastal metros, providing opportu-
nities for investors seeking higher returns and value-add options, further elevating buyers’ interest.

South:

Tied with the East for the second-lowest vacancy rate among regions, Southern markets also
had the strongest rent growth. Average rents are above $550 per month in coastal Florida mar-
kets, while some Texas metros such as Austin inch closer to the $500 per month mark.

West:

Rising demand maintained the West’s status as having the lowest vacancy rate among the four
regions at 5.6 percent, down 90 basis points from a year ago. Cap rates will remain tight along
the coast, which already offers some of the lowest initial yields nationwide.
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East Region

Mid-Atlantic Trends

Vacancy: Robust manufactured housing demand pushed the Mid-Atlantic va-
cancy rate 70 basis points lower year over year, reaching 6.6 percent and
accounting for the fourth tightest subregion in the nation.

Rents: Rental rates in Baltimore climbed to $638 a month, contributing to a
regionwide lift of 3.8 percent to $381 per month.

Northeast Trends

Vacancy: A 130-basis-point year-over-year compression brought the vacancy
rate down to 7.0 percent. Long Island posted the second-lowest rate in the
nation at 1.5 percent, down 110 basis points from a year ago.

Rents: The average monthly rent edged higher by 1.7 percent to $465, led by a
3.8 percent increase registered in Buffalo/Niagara Falls to $435 a month.

East Sales Trends

Cap Rates: Demand for assets in the Mid-Atlantic rose rapidly and cap rates
compressed in step. Urban assets trade in the 5 to 6 percent range, while
rural properties exchange in the 10 to 15 percent area. Northeast cap rate
spreads compressed as more smaller properties changed hands.

Prices: Sales activity climbed higher in the Mid-Atlantic region, where investors
were acquiring parks with more lots over the past year. Pricing averaged
$24,320 per unit while parks in the Northeast traded for $22,930 a unit.

Midwest Region
East North Central Trends

Vacancy: Demand for manufactured housing expanded in the past year, drop-
ping vacancy 160 basis points to 19.4 percent, just above the 2007 rate. Ann
Arbor posted the tightest rate at 9.3 percent.

Rents: Amid tightening vacancy, a 1.9 percent increase to the average rent
was registered to $385 per month. Rents rose 4.8 percent in Lapeer County,
Michigan, to account for the strongest increase across the region.

West North Central Trends

Vacancy: The subregion’s vacancy rate fell to 14.6 percent, down 200 basis
points from a year ago. Minneapolis-St. Paul observed a vacancy rate of 8.8
percent, while in Kansas City 25.9 percent of units sat empty.

Rents: Average rent grew 2.6 percent annually to $395 per month. This follows
a 2.9 percent gain in the prior year.

Midwest Sales Trends

Cap Rates: Cap rates fell across a broad spectrum with parks in more urban
settings changing hands with an initial yield in the low-6 to upper-9 percent
band and more rural properties reaching up to a 15 percent yield.

Prices: Pricing averaged $21,560 per unit for properties traded over the past
year, a 15 percent jump from the prior period. Transaction velocity was up 41
percent from the prior period.
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South Region

Southeast Trends

Vacancy: The flight to more affordable housing compressed the vacancy rate $500
120 basis points to 7.1 percent at midyear, an acceleration from last year’s
50-basis-point drop.
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Rents: The greatest increase to average rent in the nation was registered in the

Southeast, rising 4.0 percent from a year ago to $498 a month. $450 10%
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Vacancy: The vacancy rate was even tighter in the Southwest region at 6.2 $400 13 12 s 16 - 6%
percent, marking a 220-basis-point compression over the past 12 months.
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Southwest Trends

Average Rent per Month

Rents: Average rent was $413 a month, 5.5 percent higher than a year ago. ——  Southern Sales Trends
Average rent was highest in Austin at $487 per month while greater afford-

ability was found in Houston, where rents averaged $380 monthly. $44

South Sales Trends

Cap Rates: Accounting for a large share of trades, investors in the Southern
region sought smaller assets with a strong opportunity to renovate. Cap rates
for all-age parks range from 8 to 10 percent, with smaller senior communities
garnering 7 percent. Prime coastal properties in Florida can exchange at initial
yields near 5 percent. Assets in Texas can range up to 15 percent yields.
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Prices: The number of trades grew by 57 percent and accounted for a large
portion of deals nationwide. Investor demand for a variety of properties
pushed the price per unit up 13 percent to $28,470 last year.
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Mountain Trends
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Vacancy: The vacancy rate in the Mountain subregion fell 110 basis points from a g
year ago o 6.4 percent. Vacancy fell below 2 percent in the Denver and Salt Lake
City metros along with the Northern Colorado market.
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Rents: Aided by rent growth of 15.5 percent in Las Vegas, the Mountain subre- D D
gion increased the average rent 3.7 percent to $528 per month. $450 4%
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Pacific Trends/

Vacancy: The lowest vacancy rate across the country was attributed to the Western Sales Trends

Pacific subregion, resting at a tight 2.9 percent, down 60 basis points over )
the past 12 months. Rates were at 2 percent in Medford, Oregon and Seattle. g $44
>
Rents: Limited availability contributed to the second-highest rental rate in the é $38 ] —
nation at $527 per month, up 3.3 percent year over year. =
§ $32
West Sales Trends e
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Cap Rates: The Western states dominated sales activity over the past year % $26
and posted some of the lowest cap rates. Initial yields were in the low-4 to o
mid-5 range in urban parks and above 6 percent in rural settings. g $20 3 ” 5 " p—

Prices: Pricing jumped 19 percent lower to $38,700 per unit as buyers were
motivated to deploy capital in coastal markets. Deal flow surged 21 percent

from the prior yearlong stretch. A Excludes California
Sources: Marcus & Millichap Research Services;
CoStar Group, Inc.; Datacomp-JLT
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Manufactured Housing Regions and Subregions
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Denver 1.2% 280 $660 5:4% First Vice President | National Director
Long Island 1.5% -110 $661 1.4% Tel: (216) 264-2000 | michael.glass@marcusmillichap.com
Salt Lake City 1.8% -100 $541 4.0%
Seattle 2.0% -90 $61 9 4.0% Prepared and edited by
Portland 2.8% -100 $553 6.2% Michael Murphy
Fort Lauderdale 3.4% -110 $651 3.7% Research Analyst | Research Services
Miami 4.6% 10 $582 2.8% For information on national manufactured housing trends, contact:
Austin 4.6% -250 $487 4.5% John Chang
Houston 4.9% -130 $438 4.8% First Vice President | Research Services
Phoenix 6.3% 70 $520 3.6% Tel: (602) 707-9700 | john.chang@marcusmillichap.com
Tampa-St. Petersburg 6.3% -90 $469 3.8% Price: $250
Raleigh 6.3% -80 $406 3.3% - -
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Orlando 8.7% -110 $471 4.2%
Cleveland 10.3% -140 $339 2.1%
Las Vegas 15.5% 40 $572 2.3%
Jacksonville 16.3% -640 $413 3.8%
Cincinnati 17.7% -180 $336 0.9%
Atlanta 17.8% -200 $449 3.5% The information contained in this report was obtained from sources deemed to be
Detroit 18.6% 250 $434 2.1% reliable. Every effort. was made to obtain accurate and complgte information; how-
ever, no representation, warranty or guarantee, express or implied, may be made as
Indianapolis 20.2% -20 $333 0.3% to the accuracy or reliability of the information contained herein. Sources: Marcus &
Kansas City 25.9% 530 $373 3.3% Millichap Research Services; Datacomp-JLT; CoStar Group, Inc.; Institute for Building

Technology and Safety; U.S. Census Bureau.




