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This report is organized into five vo1unes with each voTume conta1n1ng several.

sections. Following is a complete Tisting of all volumes and sections, with

asterisks in the left-hand column identifying the volume you are now reading:

VOLWME I:

VOLWME II:

*kk - VOLUME III:

- VOLWME IV:
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Sections: Supply Sector Influence
Industrial Organization
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Manufacturer Financing

Appendix ‘
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Sections: Industrial Organization
Distribution
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Consumer Financing
Appendix
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Sections: Industrial Organization

Park Development and Operation
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Appendix

PUBLIC REGULATION -

Sections: Land Use Controls
Taxation
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Appendix

In each volume, roman numerals are used to designate the title page and the subse-

quent pages before the beginning of the first section. Each section i{s organized



- as an independent entity, and has its own page numbering system and its own Table
of Contents. Each section starts with page number 1 and ends with a page number
determined by the section's length. A1l pages of‘each section show the title of
that section in the upper left-hand corner of the page, so the reader can quickly

find the first page of each section by flipping the pages of the volume.

Therefore, fib1iographica1 references need 1ist only report authors and report
title, volume number, section title, and page number: i;é,, Bernhardt, Arthur D.,

et. al., Structure, Operation, Perfomance and Development Trends of the Mobile

Home Industry, Volume II, Section "Manufacturing," page 19 (or, Volume II, page
vii).
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Distribution and marketing are of greater importance in the building indus-
try than in many other sectors of the economy. ihe building industry
operates within a complex support, regulatory, and po]itiéal environment.
Therefore, a view of marketing must include a reliable understanding and

strategic manipulation of those very environmental forces and interests.

A sirong emphasis on distribution and marketing is especially important
for the two off-site segments of the building industry -- the manufactured
building industry and the mobile home industry. Off-site production of
shelter is more capital-intensive than on-site construction. This makes

a close synchronization of production and sales functions imperative. |
Furthermore,'off-site shelter production is perceived as a threat by many
vested.economic and .political interests in, or affiliated with, the on-
site building industry. The various forces that these interests can
mobilize against the intrusion of off-site built shelter pose an even
greater challenge for distribution and marketing. Making them is easy,

selling them...

The history of the manufactured building industry (the mobile home indus-
try's “sister") reveals the heavy penalties which inevitably result from

an underestimation of the post-production functions. Perhaps the major
cause of bankruptcy in the building manufacturing business has been
negligence in the areas of distribution, marketing and sales. (On-site
builders and developers have recognized the significance of these functions
for many years -- building manufacturers had to learn it the hard way ). TQO

of the most ambitious attempts at building industrialization in this country

were Lustren in the early 50's and Alside in the early 60's (both featured
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highly automated, single-plant capacities in excess of 30,000 housing
units per year). Both failed miserably due to fascination with techno-
1ogica1 and production gimmicks which led to an utter neglect of the mu;h )
more important task of “getting rid of them." The Tatest newcomer to the
Lustron/Alside, etc. 1ist includes an entire industry -- the modular housing
business (one segment of the manufactured building industry). This segment

was a favorite of Wall Street and Washington in the Tlate 60's and early 70's
: : J

and was nourished by both. Despite this, it went-into an industry-wide
bankruptcy and disappeared because this "industry" did not understand
the "making them is easy,..." concept. This realization came only after
then mass of business failures that buried this entire industry.

It is safe to generalize that a viable distribution system and effective
markgting have not been high-priority objectives of the manufactured
building industry. Only in the recent past nas this industry begun to
slowly shift its emphasis from obsession with production to a marketing

orientation.

Lustron, Alside and the modular housing business are long gone. The
moSi]e home industry not only still exists, but is the most successful
"industrialized" building industry in any country. Is it because this
industry realized the importance of what comes after "making them"? Is

it because this industry developed an effective distribution system?

Mobile home manufacturers, surely, do not think so. During the period
from 1963 to 1976, we interviewed key personnel of many mobile home pro-

jucers. Roughly 80% of the 110 interviewed (more or less openly) indicated
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that they feel they must deal with a pretty "lousy" distribution system.

A distribution system which, in their perception, ‘is not only inefficient,
but detrimental to the overall industry image and performance. Over the
years, we also met a large number of dealers -- and most of them proved to
be astute, reliable business people. The dealers were usually equally
critical of the manufacturers, stating that the producers displayed-immature

distribution and marketing practices.

Manufacturers blame dealers, and dealers blame manufacturers. What is
significant, nowever, are the reactions of both groups, which suggest

that the distribution system has not yet evolved into an "ideal" state.

After extensive field work, we came to the conclusion that the manufactur-
ing end of the industry is much more sophisticated and mature than the
distribution end. But we did reé]ize that by definition, the manufacturing.
arm of an industry can "afford" to attain maturity at an earlier stage.

We also realized that our "samples" were seriously biased by resource
constraints -- most of our interviews had to be conducted in regional pro-
duction centers. OJbviously, spending a couple of days in an area in which
many producers and dealers are clustered (e.g., the Birmingham, Alabama
region or the Los Angeles area) is more cost-efficient than attempting to
Visit a statistically representative sample of both manufacturers and
dealers in the Great Plains. In short, our field work led to the suspicion
that the industry's distributibn system is capable of achieving improve-
ments in performance. At the same time, we realized that more rigorously
designed surveys were needed to arrive at any reliable assessment. ‘le

decided on a more rigorous, scientific approach -- not to substitute for,
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but rather to supplement, the field-vork-generated experience.

The following industrial organization analysis of the mobile home distri-
bution system"attempts to answer the following questions: 1) What are
the salient structural and operational characteristics of this system,
and what are implications for its performance?; and 2) What realistic
poténtials, if any, exist for the distribution system to achieve improved

economic performance?

The more detailed questions and hypotheses underlying the analysis in
this section are essentia]1yethe same as those set forth in the "Introduc-
tion" to the section in Volume II on “Industrial Organization" of the

mobile home production system.

Project Mobile Home Industry's national survey of mobile home dealers
(PMHI/DS) was used as the major data base in the analysis and discussion

of the evolution and emerging trends in the structure, operation, and per-
formance of the distribution system. Other primary sources which we could
identify were used to provide the most thorough and conclusive analysis
possible. Qualitative data has been further gbtained through field research
and interviews conducted by the PMHI staff which are used to interpret

various phenomena on which no quantitative data are available.

The section introduced here has turned out overly academic. Perhaps we
bowed too much to the requirements (and limitations) of an academic inquiry.
Perhaps we should have emphasized our field-work-induced conviction more --
namely, that the distribution system can make a stronger contribution

towards improving overall industry performance. Lf this suspicion is
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correct, then a joint task for dealers and manufacturers is implied.



Industrial Organization

1

[we]
.

THE PRESENT SITUATION

AND EMERGING TRENDS




Industrial Organization

12

1.

Evolution




Industrial Organization 13

1.1 ORIGINS OF THE MOBILE HOME DISTRIBUTION SYSTEM

The discussion of the origins of the distribution system will
center around two issues: dits evolution from the aqtomob11e
dealership system, and the backgrounds of the owners and mana-

gers in the system.

1.1.1 Origin of the System -

The ancestors of the contemporary mobile homes and recreational
vehicles were the "trailers" (or "trailer coaches") of the 1920's
and 1930's. These were distributed by automobile dealers rather
than by finns dealing in manufactured housing. By the early 1950's,
“trailers" had developed into two distinct products, mobile homes
and recreational vehicles, and their distribution system had gained

its autonomy from the distribution network of the auto industry.

By the late 1950's, both mobile homes and recreational vehicles were
still sold through the same dealer network. Soon, nowever, a special-
ization developed between mobile home dealers and recreational vehicle
dealers. Today the two distribution systems have become independent

networks, even though they still overlap to a certain extent, with
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more than a quarter of all dealers selling both pr-‘::ducts.'I

Historically, the mobile home distribution system developed independently
from the distribution systems of other forms of manufactured shelter,
which include componentized and modular housing. These were introduced

as  improvements on the traditional methods of on-site residential
construction, whereas mobile homes emerged as alternatives to on-site
construction. The distribution system of “non-mobi]e," factory-built
housing relies largely on local builder-dealers who are involved

both in on-site erection and "retail” sale of the finished product.

1.1.2 Background of Owners and Managers

The entrepreneurial talent in the mobile home distribution system
comes from various fields, most of which are related to the system
through both functional and historical development patterns. This can
be observed from the results of the PMHI/DS inquiry into the back-

ground of dealers. (Figure 1).

Roughly one-third (32.3%) of all dealers who responded to the
questionnaire came from either the recreationai vehicle or the auto
dealer industry. This is largely the result of three factors. First,
the structures of these sectors of origin are similar to the mobile
home distribution system's present-day organization. Second, both
product and sales technique in the three industries are similar. Third,
an overlap exists between the organizations distributing mobile homes

and recreational vehicles. These factors make it possible for
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Cumulative

Percentage Percentage
Recrea.tional Vehicle Industry 12.9% 129%
Automobile Industry 20.0% 32.9%
Mobile Home Manufacturing 7.1% ; 40.0%
Mobile Home Park System 34,3% 74.3%
Land Development 7.1% 81.4%
Real Estate 11.4% 92.3%
Others _1.2% - 100.0%

100.0%

Source: PMHI Survey of Mobile Home Dealers (PMHI/DS)
Figure 1: ORIGINS OF THE DEALERS IN THE MOBILE HOME INDUSTRY

N

er—
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managerial talent to move among the industries in response to

differentials in actual or potential profit margins.

Another 41.4% of all respondents came from other subsysfenﬁrbé'fhé"
mobile home industry: 7.1% from mobile home manufacturiné aﬁd‘é4:é% “
from the park system. The "know-how" requirements of these systems,
while different from those of mobile home dealerships, are neverthe-
Tess relevant to the distribution system. 18.5% of the dealers were
in either real estate or land development prior to entering the mobile
home distribution system, rgpresentinq a movement of managerial tal-
ent from the broadly defined housing sector to mobile home distribution.
Againi a functional affinity can be detected. Finally, 7.2% of the
dealers came from fields unrelated to either the mobile home industry

or the "housing" sector.

In total, almost three-fourths (74.3%) of all dealers began in
either the mobile home industry or in one of the industries closely

V re]atedfto it. Yhen the number of those dealers whose origins are
in or related to the housing sector are added, the origins of 92.8%
of the dealer ponulation is accounted for. Based on data from the
PMHI Dealer Survey, and field experience of our staff, it is apparent
that the distribution system of the mobile home industry draws its
managerial talent eith;r from the industry itself or from closely

related fields.
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1.2 DISTRIBUTION VOLUME

This chapter will give a statistical overview of the retail

sales volume of the mobi]é home industry on a national, regional,
and state-by-state basis. A more detailed analysis and explana-
tion of these figures will appear in subsequent chapteré of this
section dealing with particular aspects of the industrial organi-

zation of the mobile home distribution network. .

1.2.1 Natjona] Distribution Volume

Figure 2 shows the behavior of mobile home retail sales for the

period from 1947 to 1975. During those years, mobile home

shipmenté to.dea1ers—show a.strong, overall growth trend. However the
growth record is not absolutely consistent. Factors which are ex-
ogenous to the industry, such as the declines in general economic
activity in 1969, and in 1973, 1974 and 1975, as well as endogenous
factors, such as product design changes (discussed in Volumes I, II

and V of this report) played a part in the fluctuations in shipments.
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Years Units Shipped Retail Sales (thousands §)
1947 60,000 146,000

1948 85,500 204,000

1949 46,200 122,000

1950 63,100 _ 216,000

1951 . 67,300 ) 248,000

1952 + 83,000 . : 320,000

1953 76,900 322,000

1954 76,000 325,000

1955 111,900 : 462,000

1956 124,330 622,000

1957 119,300 596,000

1958 102,000 510,000

1959 120,500 | 602,000

1960 103,700 518,000

1961 90,200 ; 505,000

1962 118,000 661,000

1963 150,840 862,064 -
1964 191,320 1,071,392

1965 216,470 1,212,232

1966 217,300 1,238,610

1967 240,360 1,370,052

1968 317,950 1,907,700

1969 412,690 2,496,775

1970 - 401,190 2,451,271

1971 496,570 3,297,225

1972 575,940 4,002,783

1973 566,920 f :4,406,332

1974 - 329,300 ! 3,213,681 :
1975 1 209,000 (est. )i 2,361,700(est. )

1976 335,000(est.)§ 4,164,050 (est. )

Source: Compiled from data supplied by: The Mobile Homes Manufacturers
Association

Figure 2: ANNUAL MOBILE HOME SHIPMENTS TO DEALERS AND TOTAL RETAIL SALES :
IN THE UNITED STATES, 1947 TO 1976. o
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1.2.2 Regional Distribution Volume

N

The regional distribution of shipments to dealers is shown in :
Figures 3 and 4 which give the volume of shipments received by

dealers and the relative regional growth patterns.

These figures show that half of the shipments to dealers are
concentrated in three regions: South At1ant1c,;East North Central,
and West South Central. During the last eight years, the shares

of shipment distribution in the South Atlantic, West South Central,
East South Central, and Mountain regions have slightly risen, while
the shares in the other regions have fallen. However, at present
we do not have enough 1nforma£ion to definitively state that this
shows a long-term trend toward a regional polarization of the

mobile home market.

1.2.3 State-by-State Distribution Volume

Figure 5 gives the distribution of shipments on a statewide

basis for the years 1973 and 1974.

1.2.4 Causality

Offered below are a number of hypotheses on cause and effect

relationships concerning the volume of shipments to dealers over time.
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Source:

FIGURE 5:  UNIT SHIPMENTS RECEIVED BY DEALERS LOCATED IN EACH STATE

REGION

UNTT SHIPMENTS SECEIVED
RY DEALERS

SOUTH ATLANTIC
DELAYAKE
WASHIIGTOR D.C.
FLORIDA
GEORGIA
MARYLAND
NORTH CAROLINA
SOUTH CARQOLINA
VIRGINIA
WEST VIRGINIA

ZAST 1ORTH CENTRAL
ILLINCIS
INDIANA
MICHIGAN
OHIO
WISCONSIN

10WA

KANSAS
MINNZSOTA
MISSOURI
NEBRASKA
NORTH DAKOTA
SQUTH DAKOTA
. [NEST SQUTH CENTRAL
ARKANSAS
LOUISIANA
OKLAHOMA
TEXAS

EAST SQUTH CENTRAL
ALABAMA
KENTUCKY
MISSISSIPPI
TEMNMESSEE
HID-ATLANTIC
NE{ JERSE
NEW YORK
PENNSYLVANIA
NEW ENGLAND
CONNECTICUT
MAINE
MASSACHUSETTS
NEW HAMPSHIRE
RHODE [SLAN
VERNONT
PACIFIC
CALIFORNTIA
HAWAIL
OREGON
WASHINGTON
MOUNTAIN
ARIZONA
COLORACO
10AHQ
MONTANA
NEVADA

NEW MEXICO
UTAH

WYOHING
ALASKA

WEST NORTH CENTRAL

173 1974
2,676 1,870
15 14
62,647 33,243
31,510 16,30
3,397 2,727
32,567 27,014
23,345 15,081
12,950 1,863
7,417 4,351
14,582 9,114
13,497 7.588
23,462 12,313
17,979 10,575
10,916 8,381
4,965 4,704
7,698 5,394
10,653 . 9,5%
14,054 8,355
. 4,439 3,31
2,917 1,030
3,672 2,928
10,847 5,451
13,784 10,0m
10,015 5,724
41,917 24 801
22,054 12,393
18,774 11,735
14,891 8,908
18,855 . 1,831
2,383 A
16,639 8.132
26,847 14,534
721 572
ofi - b
1,654 ’
2’e3a 1,296
"290 237
1,258 €51
31,682 21,706
48 75
12,807 9,182
11,363 1n,985
13,382 8,2m7
7,3?7 4,022
6,136 4,507
6,286 4,5r2
1,181 . 2708
8,276 5.2
3,998 2,511
2,625 2,828
923 2,219

The Monthly Market Letter on Mobile Home Shipments,

published by Mobile-Modular Housing Dealer Magazine
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flational Disribution Volume

As was seen from the data presented in 1.2.1 and Figure 2, the national
volume and the retail sales value of shipments to dealers have risen
steadily in a fluctuating manner since 1947, the first year for which
the.data is available. Some possible reasons for this were mentioned

at the end of 1.2.1. Furthermere, in only a third of the observations

was the change in gquantities bought and sold matched by'edhfvgfént chan- [.

ges in dealer revenue.

Figure 6 shows that between 1947 and 1975, the general direction
of fluctuations in both sales and quantity of shipments was the
same. That is to say, when shipments fell, so did the total
outlays. It can be hypothesized thgt the demand curve for mobile

homes has a certain amount of elasticity with respect to price.

The changes occurring in retail sales and shipments from 1947

to 1972 can be divided into three categories (see Figure 7):

1) The percentage chénge in units shipped'to_deélersrwas equal to the
percentage change in retail sales. This occurred in 1947/48, 1956/59
1961/62, 1966/67, and 1968/63. In these periods, the relevant portions

of the demand curve facing the industry can be said to be unit elastic. i

2) The percentage change in units shipped to déaférs was greater

than the pércéntage changé‘in refai]aééiés. This appeared in the |
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YEAR PERCENT CHANGE IN:
UNITS PECEIVED RETAIL SALES

1948 chenge from 1947 +29.63 2843
1949 change from 1948 " -85.7% ~67.2%
1950 chaage frem 1949 +26.8% +43.52
1951 change from 1950 + 6.2%" +12.92
1952 change from 1951 +18.9% +22.5%
1953 changa from 1952 - 7.62 o+ 0.6%
1954 change from 1953 - 1.2% + 0.9%
1955 change from 1954 +32.72 +29.6%
1955 change from 1955 +10.0% +25.7%
1957 changz from 1955 - 4.2 L. a.3%
1958 changa from 1957 -16.73 . ~16.9%
1959 changa from 1958 +15.4% +15.3%
1960 change from 1959 -16.2% ~13.92
1361 change from 1966 - -15.0% P
1962 change from 1961 +23.6% +23.63
195; change from 1962 +21.8% . +2..3%
1964 change from 1963 +21.23 +19.5%
1955 change froa 1964 RERTS .68
1966 change frc.?{ 1285 + C.4% +2.12
1967 change from 1966 +9.6% + 9.6%
1968 change from 1967 +24.4% +28.2%
1963 change from 1968 12278 +21.6%
1970 change from 1969 ‘- 2.9% - 1.9%
1971 change from 1970 +19.7% . +25.8%
1972 change from 1971 +16.0%2 +21.8%
1973 change from 1972 - 1.62

1974 change from 1973 -33.0%*

1975 chanqe from 1974 +14. 7%

* Fstimates obtained from Elrick & Lavidge, January 1975

Source: Compiled from Flash Facts, June 1973

FIGURE 6: CHANGE IN MOBILE HOME SHIPMENTS RECEIVED BY DEALERS

BETWEEN 1948 AND 1975
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Number. of periods in which revenue fluctuations are:

EQUAL TO MORE THAN LESS THAN INVERSE TO TOTAL
QUANTITY QUANTITY QUANTITY QUANTITY NUMBER OF
FLUCTUATIONS  FLUCTUATIONS  FLUCTUATIONS  FLUCTUATIONS  PERIQODS

7 9 9 0 25

Ocurring during:

QUANTITY -

FALLS 0 6 0
QUANTITY

RISES 9 3 0

Source: FIGURE 6

FIGURE 7: FLUCTUATIONS IN THE VOLUME OF SHIPMENTS AND THE AVERAGE
REVENUES FROM SALES OF MOBILE HOMES 1948 AND 19/2
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following cases: 1948/49, 1952/55, 1959/61, 1963/65, and finally
1969/70. With the exception of the periods 1954755 and 1963/65,

all years showed a decline in industry shipments and sales. As

the total revenues of the dealers also fell, or remained constant,
it can be concluded that the relevant portion of the industry demand

curve was elastic.

3) The percentage change in units shipped to dealers was smaller
than the percentage change in retail sales. The years 1949/52,
1955/56, 1962/63, 1965/66, 1967/68, 1970/72 fall in this category.
During these years, the demand function facing the industry was
relatively 1es§me1ast1c;than in the second category noted, although

still within the elastic range.

As incomes, attitudes toward mobile homes (the taste variable), and
pricas of alternative forms of housing changed during the time period
considered, it can be further hypothésized that changes in the
elasticity of the demand curve facing the industry occurred due to

an outward move of the demand curve, rather than to movement along

the same curve.

An immediate factor in the changes of equilibrium prices/unit was the
shifts in supply. These shifts had two major causes. First, the pro-
duction costs per square foot of mobile homes fell relative to other
forms of housing. Thus the change in relative prices influenced the in-

crease of demand. Second, as production costs per square foot fell, the
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consequent shift in the cost curves of the suppliers resulted in an
outward shift of the supply curve.

However, the fq}]_jn production costs per square fgpt was not‘re-“ -
flected in the prices per unit. This may be due to severa]vreasonsfo
On the supply side, the quality of the product was improved, total
floor space increased, and various amenities added. These changes
in quality made it possible for the product to aétract a larger
number of consumers with different tastes, thus leading to an
increase in the market demand for the product. It can be further
hypothesized that some of the cost reductions were not passed

along to the consumers as pricg decreases but were retained by

the producer as "excess" profits, made possible by market
imperfections. One important point is that the design changes

(that led to chandes in the product mix) were introduced after

the quantity of shipments to dealers fell, and seem to be a

major part of the reaction of suppliers to drops in demand.

Reaional and State-by-State Distribution Yolume

The distribution of shipments on regional and state basis shows
a bias toward a number of regions (Figure 8). Figure 3 shows that
these percentages have remained remarkably stable over the eight

periods for which data is presently avajlable.
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REGION " SHIPMENTS RECEIVED AS A PERCENT CUMULATIVE

OF TOTAL SHIPMENTS PERCENTAGE
SOUTH 27.50 | 07,50 |
ATLANTIC | 7
EAST NORTH 14.25 | 41.75
CENTRAL | |
WEST SOUTH 1M.62 | 53.37
CENTRAL ;

i X

PACIFIC 10.00 63.37
EAST SOUTH .50 | ' 72.87
CENTRAL 1
WEST NORTH 8.50 81.37
CENTRAL ;
MID- 7.87 | 89.24
ATLANTIC | |
MOUNTAIN 812 97.36 |
NEW 2.50 99.86
ENGLAND |
ALASKA 0.12 | 99.98
TOTAL 99.98
Source: Figure 3

FIRURE.- 8:

REATSNAL SISTRIRUTIAN OF MORILE HOME SHIPMENTS TO

DEALERS, 1967/1974 AVERARES, PANKEN In DRECREASIHG:

ARDER OF IMPORTAMCE
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REGION STATE PRODUCTION TOTAL SHIP- NET ]
(UNITS) MENTS TO DIFFERENCE
DEALERS
(UNITS)

SOUTH DELAWARE , 0 2,291 2,291
ATLANTIC WASHINGTON,DC 0 198 198
FLORIDA 42,977 65,097 - 22,120

GEORGIA 70,730 31,170 39,560

MARYLAND 1,383 3,420 - 2,037

N. CAROLINA 32,945 32,619 326

S. CAROLINA 7,553 20,097 12,544

VIRGINIA 8,512 13,433 4,921

W. VIRGINIA - 7,395 7,395

TOTALS 164,100 175,720 - 11,620

EAST NORTH ILLINOIS 2,007 12,292 - 10,285
CENTRAL INDIANA 63,884 11,336 52,584
MICHIGAN 14,665 21,957 - 7,292

OHIO 12,206 16,896 - 4,690

WISCONSIN 11,186 11,540 354

TOTALS 103,948 74,021 29,963

WEST NORTH  IOWA = 2,084 5,101 - 3,017
CENTRAL KANSAS 22,242 7,457 14,785
MINNISOTA 7,800 9,012 1,212

MISSOURI 7,551 16,998 9,477

- NEBRASKA 13,896 4,467 9,429

N. DAKQTA - 2,934 2,934

S. DAKOTA - 4,912 4,912

' TOTALS 53,573 50,881 2,662

WEST SQUTH ARKANSAS 13,545 11,069 2,476
CENTRAL LOUISTANA 11,548 15,124 - 3,576
OKLAHOMA 5 ’360 12 ’114 - 6 9754

TEXAS 54,220 48,898 5,322

TOTALS 84,673 _ 87,205 - 2,532

EAST SOUTH ALABAMA 45,048 21,003 24,045
CENTRAL KENTUCKY 4,192 13,211 - 9,019
‘ MISSISSIPPI 13,390 15,495 - 2,105
TOTALS 71,873 68,430 3,443

Source: Compiled by PMHI Staff from same source as Figﬁre 5
FIGURE 9: ' REGIONAL DISTRIBUTION OF MOBILE HOME SHIPMENTS COMPARED TO

REGIONAL PRODUCTION FIGURES - 1972,
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MID- NEW JERSEY - 1,899 1,899
ATLANTIC NEW YORK 2,330 18,053 15,723
PENNSYLVANIA 46,603 26,200 20,403
TOTALS 48,933 46,152 2,781
NEW ENGLAND  CONNETICUT 0 586 - 586
MAINE 1461 3,876 - 2,410
MASSACHUSETTS - 1,667 - 1,667
NEW HAMPSHIRE - 2,585 - 2,585
RHODE ISLAND 0 343 - 343
VERMONT - 1,920 - 1,920
TOTALS 1,461 10,954 - 9,389
PACIFIC CALIFORNIA 48,205 34,786 13,419
HAWALL - 330 330
OREGON 9,683 11,370 - 1,687
GASHINGTON 4,546 7,715 3,169
TOTALS 62,434 54,201 8,233
MOUNTAIN ARIZONA 7,689 13,681 - 5,992
COLORADO 5,209 11,449 - 6,240
IDAHO 15,528 5,112 10,416
MONTANA 2,383 5,418 - 3,035
NEVADA 0 4,446 - 4,446
NEW MEXICO - 7,044 - 7,044
UTAH - 4,048 - 4,048
WYOMING - 1,983 - 1,983
TOTALS 30,809 53,181 - 22,372
ALASKA - 737 - 737
Source: Compiled by PMHI Staff from same source as Figure 5
FIGURE 9: REGIONAL DISTRIBUTION OF MOBILE HOME SHIPMENTS COMPARED TN

(cont.)

REGIONAL PRODUCTION FIRURES - 1972.
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Some possible reasons for these interregional differences in
shipments stem from differences in patterns 6f.taste, income and
public regulations concerning mobile homes, all of which can
lead to variations in the elasticities of regional demand and

supply schedules.

Cbmparing the information in Figure 8 with the production data

in Figure 9 leads to some observations. The Sduth Atlantic region,
which has the highest production volume and the largest number

of distribution outlets on an absolute and percentage basis, is
also a net importer of the product. The same is true of the West
South Central, Mountain, New England regions, and Alaska. An
excess demand for the product exists (apart from New England and
Alaska where the production capacity is minimal). This supports
the previous hypothesis concerning the interregional differences

in demand, if possible factors concerning the supply are disregarded.

1.2.5 Emerging Trends

‘Past and present conditions indicate that the industry will coﬁffnue to-
grow without running into serious bottlenecks in the supnly functibnb-
of the distribution system. The increase in shipments, and in the num-
ber of dealerships through which the;e shipments are sold, demonstrates
that no substantial exogenous or endogenous problems have arisen as of

1973 to limit, on a national basis, either the production capabilities
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|

‘of the industry or the establishment of new dealerships. :
|
«i11 the industry continue to exhibit differential rates of growth in?

the future? Or are the present differentials in interregional growthf

1

rates a residue of the past mobile home boom in the regions now show-|

ing the highest concentration in terms of shipments to dealers? Thesé
are questions which require an in-depth analysis with the help of

time series.
| !
i !
i |
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2.

Structure
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2.1 QUTLET DISTRIBUTION

Z.1.1 Analysis

National Qutlet Distribution

As of 1974, there were 16,511 distribution outlets for mobile homes .
and recreational vehicles in-the United States. Using estimates
developed by PMHI, Ethe following breakdown of the deaierships

was obtained: 9,129 sell only mobile homes, 2,998 sell onxy
recreational vehicles, and the remaining 4,384 dealers sell both

products.

Figure 10 shows the structural breakdown of the dealerships among
these three categories between 1970, the earliest year for which

such information is available, and 1974.

The table shows that the number of dealerships selling both products
as well as the number of dealerships selling only mobile homes has
increased while the number of dealers selling only recreational
vehicles has decreased. However, no definite conclusions concerning

a trend in this direction can be made from the available data.
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Total Number Mobile Homes Recreationali Both Mobile Homes
~ of Outlets.  Only. Vehicles,Only..and Recreational
Year o Vehicles.
1970 12743 6253 4401 2089
’1971 14204 6915 4963 "2326
1972 14808 7505 3034 4296
1973 15989 8376 3062 4521
1974 16511 9129 2998 4384
Source: Compiled by PMHI Staff from: The Automotive Credit Service,
Directory of Mobile Home and Recreational Vehicle Dealers
in the United States and Canada, 1970-1974.
Figure 10: NATIOWAL DISTRIBUTION OF QUTLETS SELLIHS MOBILE HOMES OiLY,

RECREATIOWAL VEHICLES ONLY, AND BOTH MOBILE HOMES AND

RECREATIOWNAL VEHICLES
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Regional Outlet Distribution

This discussion parallels the one on the regional distribution of
shipments. Figures 11 and 12 give a breakdown of the dealerships

ip the mobile home and recreational vehicle industries according

to the categories noted in 2.1.1 (dealers selling mobile homes only,
dealers selling recreational vehicles only and:dea1ers‘se11ing

both products) for the years between 1970 and 1974.

This regional breakdown of dealerships according to category

brings to 1ight certain factors which are lost in the national
figures. First, the number of dealers selling only recreational
thic]es has fallen in the South Atlantic, West South Central and
East South Central regions during the sample period, while the
number remains steady or ri;es everywhere else. Second, the

numEer of dealers selling both products has decreased in the East
North Central, East South Central, Atlantic and New England regions.
Figure 11 shows that the sharpest changes among the different
categories in each region occurred in 197]: As can be seen from
Figure 2, this was the year in which shipments to dealers rose

from the 1970 slump which was caused by exogenous, macroeconomic
factors. This change in the specialization patterns of dealerships
during the recovery from a slump in mobile home shipments to

dealers suggests that dealers often react to overall market factrers



; _ b/61-0/61 :S3LVLS QILINN .
M JHL NI S¥3ITW3Q ITIIHIA TWNOILYRIIIY NV IWOH I7I60W 30 NOILNGTYLSIG TyNOIYIY  :Y1 J¥noId

, HMOA MIN “YH0A MIY “3ILALIS JLPAL) BALIOWOLNY
. :_Aq paysiignd “sanssi y/61-0/61 “epelie) pue sajels paFiun syl UL Sa[dLuaA

LeU011e3.403y pue SWOH 3[LGOW 40 AX0ID3ALQ QYL :wWody J4e1S IHWd 9Yy3 Aq pa|tduo) 1924N05
M toey  l2sh 692  92£2 6802 866€ 290€ HEOE  €96b OV 6216 9/£B 505,/ Sl69 €629 L1591 65651 808vlL tOZkl EvL2L Tviol
-ﬂ”v 61 0t 62 4 € 9 s S 61 £l (14 .J— 02 €€ 62 0% 25 14 95 sh eysey
SES LS 344 ot 6€1 641 17 8sl 612 002 LSS 89 ShE 434 Lty Lzt el 96 96¢ 0S¢L ujejuncy
_ G685 645 €28 90¢ 162 €2y 6bb Ly 85E | 43 20¢ 1oL {85 80L 209 0891 62ZL f2SL  2Ler LLz2l 214100g
i
; . 931 174} L9l SEL £l 91 {81 £81 002 18t 292 6h2 52 692 214 909 g19 665 $09 845 pue|bul map
06€ o 86€ 6HE bot 0sb (214 LSh 2€9 895 €66 L6 3] 669 {89 €E8L 8941 8891 0891l 655l dpIuv iy pik
90€ S62 6562 L6 98 15t €Sl 6€1 ott 66€ peb 1173 969 0es a9t 96cl  egll 0800 (SOL Sb6 [(e43u3d) yjnas 3sez
| ==
..Ol L6E 12:19 §:13 981 8ht 952 252 (114 obb viE 626 28L 6SL 929 €Ees 2L61  Blbl  s6Et 2521  GSOL |Leajud) yinog 3say
‘, .“m_v 14 66% 505 61 vot otz 44 (1] 24 g86b 184 0LL 89, 699 €2L 229 92bt  66bt  tObL  LLbL 2021 |leqaua) yjJop 3say
N
m 98 888 598 159 819 [11:73 861 828 G60L 896 8941 169t 1651 OLSL 60l bEE  LL6€ $B2€  292€ G662 |Led3ud) yidon 3sel
MJ 82¢ 8S¢ €49 292 €22 {9€ bie 29¢ 2L0t 856 g8tz 6v02 008t OsEt 9bet €82¢ IBLE G€8C plL2  L2he uelly ynos
o .
(@) b6l €461  2L61 LL61  OL61 vi6t €61 261 L6l 0468 61 €460 246t LL6L OL6L te6l  EL6L 2461 146l 0u6L
SYITVIQ WHOT LYY ANO SHITV3AQ AIND S¥3TvI0 C SY3vaa 10
.m QNY 3HOH 37180k J1IHIA TvNoIIYINIIY JW0IE 11904 HIGWON TY10L HO1D3Y
p— . M
|
)
[74]
3
o
o
-




Industrial Organization

v£61-CL61 _“SISVE WHOI9IY ¥ HO *SI1ITHIA

WHOILYIUD3Y GNY SIWOH 31190K 11,08 BNIT13S SAINSYIVIA 3ISOHL GHY

“ATNO SIWOH 37190H YNITIAS SAIHSYI VA 40 NOILNGIYLSIO 3VVINIJYAd 21 Jun9ld

“JA0A MO JAOA MIN CODLAADS JLPOAY DALJowOINy  1AqQ poysl|gnd
‘pL61-0/61 ‘epeue) pue s9je3g pajluf dyj UL SIIDLYSA |RUOLIEIUDDY

pue sauwoj| a|+qoy JO >uouu¢;~m UL wWouy 34eIS IiMd @41 Aq pajdwo) :ad4nog
— . _
_ B0 L0 L0 2 Lu 20 20 20 0 oE0 L2 20 €0 §90 S'C u_a.—"
| 2°ZL €71l vel 09 L9 0°9 &'§ 2% L'v S°F 1’9 96 9 €9 90 ) upeIunch
L2t €21 el L'eEl 67el ._qe— Ll el 2L L Lo v'e 8t 2ol 9% . b3t

2t 6t 6°¢ 85 G 6°6 19 GCG9 ur LY 6°2 Lg ¢t st LY veavz rEl

6 68 1'6 O°SL 9L O°sL VL LTSl Lozt 6el 6°01 v’UL 71l Ll oTLL REELE R
6'¢ §9 6y v Ul 0°'s ¢S5 9'v L3 U6 €6l 36 3B LL it
6’8 S8 68 08 U4 5'8 ¢'8 ¥'8 6t §'3 Lot €6 et
2°Cl 0°tl eIl 28 8¢ 0°L ¢L 9L 00l V6 b8 2°6 6'8 S0l 6°6

1543490 53765 3842
1°6 §°¢ | LBSIUB) UINI5 J5&
|R43us) Y3404 ISi)

ATG SYITVI0
JTINEIA WHOLLY3EIIY

STIINIA TLCILVEEIZY kv STHIOH

LG HILY LHTTTS SUIWVEG N0 SY3TV3EQ e uA_mmr

£°6L 961 £°02 2°82 9°Ge 0°92 ('S¢ €742 L2z 0°¢e 1761 2°C¢ 2°L2 8'12 § 20| LRATLed ysLol, 3sez
%9°91 %3791 876l BETLL BLTUL | 2272l el R6T UL Z9T12 Z8TLE | KUThe RbTpe LUTee L0TCE ool ey u-nn
vl6t €261 2¢6l  LL6L  GLEL vL6L €461 2L61 L5l 0L6L yI61 €L61 26l 161 OLSL| LOIVE

R




e e e e ey e e s e e . o R J U P L -

Industrial Organization 39

with diversification, and that the dealers' planning period may be
a year. Assuming that the required know-how and technology varies
for dealers changing their specialization, the time Tag may be a

Tearning lag as well as being the period in which the decision for
diversification is made, orders placed, and actual shipments sent.
Hence, it can be hypothesized that market pressures play a role in
determining the patterns of specialization in the mobile home dis-
tribution system as well as the recreational vehicle distribution

system.

State-by-State Outlet Distribution

The number of outlets selling mobile homes; recreational vehicles

or both products is given in a state-by-state breakdown in Figure 13.

2.1.2 ; Causality

The figures in 2.1.1 show the same kind of interregional differen-
tials in mobile home distribution outlets as in shipments.

The demand and supply considerations which determine the volume
of interregional shipments also affect the distribution of
outlets. The larger the market for mobf]e homes in a region,

the greater the profit possibilities for individual outlets,

and therefore the number of shipments to that region will be

greater.
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. 1974 1973 ADJ.
- DEALER DEALER % M4  ADJ. M4 % RV ADJ.RV % BOTH 20TH
STATE TOTALS TOTALS DEALER DEALERS DEALERS DEALERS DEALERS DEALERS
LABAMA 370 320 69 285 8 - 30 23 35
ASKA 50 52 50 25 12.5 6 37.5 19
RIZONA 283 287 47 133 15 42 ag 108
ARKANSAS 207 167 67 138 9 19 24 50
CALIFORNIA 1N71 1238 43 504 27 316 30 351
ICOLORADO 2N 240 55 128 12 28 33 75
CONNECTICUT 97 100 39 37.5 39 37.5 22 22
DELAWARE 73 72 82 45 18 13 20 15
WASH., D.C. 2 2 0 0 50 1 50 1
FLORIDA 159 N9 67 773. 9 104 24 282
GEQRGIA 512 501 76 389 7 . 35 17 88
HAWAT T 2 3 0 0 0 U 100 6
IDAHO 104 104 20.6 K7} 10.5 n 58.6 61
ILLINOIS 657 658 48 89 26 48.5 26 43.5
INDIANA 608 615 54 326 20 126 26 159
10wA 256 251 46 17 22 56 32 83
KANSAS 232 223 50 117 17 39 33 76
KENTUCKY 401 357 62 249 . N .48 27 107
LOUTSIANA 232 212 60 140 21 49 19 43
MAINE " 108 100 60 62 12 11 30 N
MARYLAND 147 149 4s. 67 24 35 3 45
MASSACHUSETTS 185 187 2 60 a0 73 28 52
MICHIGAN 810 805 52 422.5 27 217.5 21 170
MINNESOTA 321 32 58 186 13 41 29 94
HISSISSIPPL 218 164 71 156 10 21 19 4]
MISSOURI 469 440 - 60 230 n 52 29 137
MONTANA m 103 39 43 1 13 50 55
NE3RASKA 124 ny 45 56 20 24 35 8
HEVADA 83 30 34 28 19 16 47 39
NEW HAMPSHIRE 120 19 51 3] 24 29 5 30
NEW JERSEY 218 215 45.3 99 33.3 73 21.2 48
NEW MEXICD 169 161 4 74 . 19 i 76
NEW YORK 728 712 57 413 24 177 19 138
N. CAROLINA 573 537 Al 407 9 50 20 116
N. DAKOTA 72 70 a2 30 15 11 43 31
OKIO 973 967 55 €38 22 212 23 223
OKLAHOMA 276 263 54 149 16 44 an 83
OREGON : 254 286 " 40 m 17 48 43 109
PENNSYLVANIA - 887 841 53 481 22 197 24 209
RHODE ISLAMD- 34 s 14 5 a4 14 45 15
S. CARCLIMA 277 281 n 197 8 23 1 57
S. DAKOTA 76 77 57 43 9 7 34 26
TENNESSEE 407 387 69 282 13 52 18 73
TEXAS 857 776 58 498 17 145 25 213
UTAH  « . 103 99 35 36 19 20 46 a7
VERMONT 66 69 £s 37 17 1 27 18
VIRGINIA an3 273 8 17 22 67 20 61
WASHINGTON 253 242 38 9 25 64 37 93
WEST VIRGINIA 237 217 60 143 14 33 16 61
WISCONSIN 346 332 a8 167 17 58 35 12)
WYOMING 63 63 35 22 3 8 52 33
TOTAL 16,511 15,961 55 9,086 18 3,015 27 4,418
Source: Compiled by a PMHI Task Force from the Automotive Credit

Service's Mobile Home and Recreational Vehicle Dealers
of the United States and Canada, 1974.

FIGURE 13. MNBILE HOME AND RECREATIONAL VEHICLE DEALERSHIPS, 1974,
BY STATE
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2.1.3 Emerging Trends

Besides the issue of regional polarization of the industry, the
fall in the shipments per outlet in the mobile Home distribution
system since 1970 should be noted. Figures 14 and 15 show ship-
ments per outlet on a national and regional basis for the years
between 1970 and 1973. In all areas except the East North Central,
shipments per outlet fell in 1973. Nhi]e'a slight rise in ship-v j
ments from 1972 occured in the East North Central region, the>

number of shipments was still below the figure for 1970.

A reduction in shipments per outlet at a time when both total
shipments and the number of total outlets are rising may be due to
a number of factors; First, new outlets being built may be consider-
ably smaller than older ones and as these rise in number, the
shipment per outlet figure is declining. However, this seems un=
Tike]y:since external evidence shows that the size of the new out-
lets is at least constant and may be increasing. The other possi-
bility is that the entrepreneurs in the field overreacted to changes
in demand, and that excess capacity is built into the distribution
systeh. There is some evidence to this effect. A1l the respondents
to the structured industry interviews conducted by PMHI in early
1975 noted that at the present time dealers are operating at less

than full capacity.

Excess capacity may be caused by the unrealized demand expectations
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YEAR NUMBER OF QUTLETS UNITS SHIPMENTS

SELLING EITHER MOBILE SHIPPED PER OUTLET

HOMES OR BOTH MOBILE

HOMES AND RECREATIONAL

VEHICLES

1970 8,342 401.190 48.0
1971 9,241 496.570 53.7
1972 11,774 ‘ 575.940 48.9
1973 12;897 - 618,665 47 .96
Source: Compiled by PMHI Staff from Figure 2 and 11.

FIGURE 14: MOBILE HOME SHIPMENTS PER OUTLET ON A NATIOMAL BASIS

19/0-1973 '
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YEAR REGION NUMBER OF OUTLETS UNITS SHIPMENTS
SELLING EITHER MOBILE . SHIPPED  PER OUTLET
HOMES OR MOBILE HOMES
AND RECREATIONAL VEHICLES
1970 'SOUTH 1469 o 443 77.9
1971  ATLANTIC 1642 138.590 84.4
1972 2473 175.720 71.0
1973 2807 176.624 62.9
AVERAGE 197071973 5097 .7 157,344 ,2 74.05
1970 EAST 2027 65.012 32.0
1971 NORTH 2167 69.926 32.2
1972  CENTRAL 2456 74.021 30.0
1973 2579 80.436 31.1
AVERAGE 197071973 2307.2 72.348,7 37.3
1970  WEST 786 33.135 42.1
1971  NORTH 913 40.492 44.3
1972 CENTRAL 1174 50.881 43.3
1973 " 1267 48.398 38.1
AVERAGE 197071973 1035 73.226,5 471.9
l970  WEST 681 | 50.228 73.7
1971 SOUTH 812 61.678 75.9
1972 CENTRAL 1140 87.205 76.4
1973 ' 1166 76.536 65.
AVERAGE 197071973 950 68.911,7 72.9
1970 EAST 546 i 33.163 | 60.7
1971  SOUTH 627 51.403 81.9
1972  CENTRAL 941 68.430 72.7
1973 1035 70.574 68.1
AVERAGE 197071973 787.2 ~ 55.892,5 70.85
1970  MID- 991 32.783 33.0
1971  ATLANTIC 1048 36.368 34.7
1972 1231 46,152 37.4
1973 1314 45,889 34.9
VERAGE 197071973 1146 40.298 35.0
Source: Compiled by PMHI Staff from Figures 3 and 11,

FIGURE 15:  MOBILE HOME SHIPMENTS PER OUTLET ON A REGIONAL BASIS,
1970-1973
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a4
1970 NEW 367 11.148 30.3
1971 ENGLAND 404 10.915 27.0
1972 412 10.954 - 26.5
1973 423 10.669 25.2
AVERAGE 197071973 207.5 10.921,5 ___27.25
1970 PACIFIC 893 37.186 41.6
1971 1014 49.989 49.2
1972 1110 54,201 48.8
1973 1280 ~ 55.900 43.6
AVERAGE 197071973 T074.2 79,310 75.8
1970 MOUNTAIN 550 32.632 59.3
1971 577 43.564 75.5
1972 ' 788 53.181 67.4
1973 _ 979 52.721 ~ 53.8
AVERAGE 197071973 198.5 —45.524,5 64.0
1970 ALASKA 32 1621 50.6
1971 37 932 25.1
1972 | 49 737 15.0
1973 82 928 11.3
VERAGE 197071373 v 187 T054.7 193
Source: Compiled by PMHI Staff from Figures 3 and 11.

FIGURE 15: MOBILE HOME SHIPMENTS PER OUTLET ON A REGIONAL BASIS
(cont.) 1970-1973 )
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of the various agents on the supply side of the industry, and can

play a role in raising the overall industry costs through lowering

the industry's cost efficiency. Further discussion of this is \

1

found in chapter 4 in relation to industry performance.
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2.2 - CONCENTRATION

Concentration in the mobile home distribution system will be
evaluated along two parameters. The first is the concentration

of ownership in the distributionvsystem. The basic question which
this part of the discussion will try to answer.is whether a

small number of horizontally integrated firms (i.e., mobile home
dealership chains) are able to control a high p}oportion of out-
lets and subsequently, of shipments. The significance of'this ques-
tion is due to the fact that integration of this sort can possibly
lead to distortions in the pricing structure and a reduction in the
we]fare of the consumers. The second parameter to be evaluated is N
the spatial concentration of outlets. This is mainly a geographic
determinant for the existence of a market in the mobile home distri-
bution system. Due to the high cost of transportation caused by the
physical characteristics of the product, the mobile home distribution
system is particularly susceptible to the formation of local or region-

al oligopolies with a 1imited number of outlets (which may or may not

be horizontally integrated) possibly acquiring substantial market pow-

er. The study of spatial concentration analyzes the‘existence of

this possibility. A discussion of these two parameters will enable
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the reader to draw some conclusions concerning the performance of

the distribution function in the mobile home industry.

2.21 Economic Concentration

Sincg a minimial amount of information on the number of chanins in
the mobile home distribution system is currently available, the
following analysis is based on the estimates obtained through
structured correspondence with industry experts in the mobile home

distribution system conducted by PMHI during the surmer of 1974.

fhe study of the concentration of ownership and its possible
effects on the market forms in the mobile home'distribution

system is carried on along two lines. ‘First, the proportion of
outlets which are controlled by chains as compared to the total
number 6f outlets is estimated. In this part of the analysis,
estimates developed independently by PMHI from industry statistics

are used in cross-checking the resu]ts.2

In Figure 16, the PMHI "expert gcorrespondence" results which contain a
high estimate(H),a low estimate(L), and the arithmetic mean of the
high and low estimates (M), (as the sample was small, no attempt

at weighing was made in calculating (M) ) are tabulated along

with the information given in  "ACS Directory" . The figure
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NUMBER OF CHAIN OPERATIONS

PMHI estimates: ACS figures:
H M L '
844 434 118 549

GENERAL CHAIN STRUCTURE

3.
PMHI estimates: ACS figures:
Group H M L

A 19,100 10,250 3,150 _ 1,058

B 10,250 5,625 1,825
C 3.044 1,834 718

NUMBERS OF OUTLETS IN CHAINS

Source:

FIGURE 16:

PMHI Survey and ACS "Directory"

'NUMBER OF DEALERSHIP CHALWS AND THE TOTAL NUMBER OF

QUTLETS BELONGING TO A CHAIW{ IN THE MOBILE HOME

DISTRIBUTION SYSTEM, 1973
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gives the estimates for the number of chains, which is identical
with the number of headquarters in the ACS d{rectory, and the
total number of outlets which operate as a member of a chain. A
chain can consist of two to . 200 outlets.i As PMHI

has only general estimates on the number of units in a chain, the
‘f011ow1ng hypothetical categories were used in classifying

‘'varjous chains.

Group A. The chain structure in the mobile home distribution
systeh‘consists of various chains made up of 200 outlets, 100
outlets, 50 outlets and 20 outlets. In other words, a number of\
chains which have 200 outlets exist side by side with some chaingl
with 20'out1ets.

Group B. The largest chain in this group has 150 outlets, then a

number of chains have 75 outlets, 35 outlets, and 10 outlets.

Group C. Comprised of chains of 101, 51, 21 and 2 outlets each.

A1fhough thié schema may seem unrea]istié sfhceift excludes a chain
structure made up of some 200-unit chains existing side by side with
' 2-unit chains, it is the only (yet a reasonably reliable) means a-
vai1ab]e to PMHI to estimate the concentrétion of ownership in the

mobile home distribution system.

As the est1mated number of cha1ns comp11ed from the ACS d1rectory,

549, is comparable with the PMHI mean est1mate 434 the conclus1on

is that the number of chains in the mobile home distribution

system is in the 400-600 range. The average chain size is 4

it g e ae e
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outlets (PMHI estimate) or 3 outlets (ACS figures).

The possible distribution of the various sized chains in the system
was tentatively explored by comparing the various estimates obtained
by PMHI with the ACS figure. This comparison shows that the (M)
estimate for the Group C chain structure and the (L) estimate for
'the Group B structure closely approximate the figures derived from

the ACS directory. Figure 17 reoroduces these.

It is well known in the mobile home industrv that one chain with
at least 150 outlets, Mohile Homes Industries, exists. It is also
kngwa that there are”many_zrout]et operations. The number

o% outlets controlled by a chain is 1744 based on ACS. This fact
nlus Figure 17 provide some information concerning the existence
of horizontal integration in the mobile home distribution system.
Figure 18 gives the percentage of total dealerships controlled by

chain operations in 1973.

The high estimate is that horizonta11y integrated dealers control
roughly 13% of the outlets. Hence, from a national perspective,
there is no evidence for the existence of cligopolistic imperfections

in the structure of the mobile home distribution system.
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Number of outlets Number of existing chains.
in a chain Estimate 1 (III-M) Estimate 2 (II-L)
150 outlets - 1 chain
101 outlets 1 chain --

75 outlets : -~ 2 chains
51 outlets 8 chains : -

35 outlets - 15 chains
21 outlets 25 chains --

10 outlets - 100 chains

2 outlets 400 chains -
Number of outlets 1834 outlets 1825 outlets
belonging to chains: ,

Source: PMHI correspondence with industry experts, 1974.

FIGURE 17:  POSSIBLE CHAIN STRUCTURE IN THE MOBILE HOME DISTRIBUTIOW
SYSTEM PMHI ESTIMATES
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Number of Qutlets Total number of Percent controlled

controlled by Qutlets (0) by chains (C/0%)*
chains (C) : _

PMHI estimate 1 1834 13,513 13.5%

PMHI estimate 2 1825 .. . '\ 13.5%

ACS Figure 1058 ' | 773

*percentage figures rounded to nearest tenth

Source: PMHI Survev and ACS Directory.

FIGURE 18: CHAINS COWTROL OF DISTRIBUTION OUTLETS IN THE MOBILE
HOME DISTRIBUTION SYSTEM 1974
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National Control of Retail Sales

Inspite of intensive efforts, it proved impossible for PMHI to
obtain data for estimating the regional distribution of chains. Hence,

the following analysis will concentrate on national figures.

In the analysis of ownership concentration in the distribution system
- : _ on - , }
of the mobile home industry, an g§;ima;gd“]3%"of a}] djsgributjgnf

[}

outlets are controlled by chain operations. If the sales volume of
outlets follows the national patterns,thenwléivbfua11 shipments are
controlled by chains. Alternatively, ffﬂthe‘sé1és.Q51ume of an average
outlet in a chain were double the national éverage, then we would expect
the percentage of shipments controlled by chains to be 26%. Certainly
this Tatter estimate has an upward bias. Although outlets which are a
part of chain operations may be on the average slightly larger than
independénts due to possible scale economies, there is no data avail-
able to PMHI that would indicate that the average size of sales outlets

belonging to a chain oneration might be as high as twice the national

average. .

Figures 19 and 20 estimate the market shares of the chain operations
under the two assumptions. Tiqure 19 shows the nercentage of sales
(shipments to dealers) controlled by chains of differing sizes, with
two estimates ET1 and E2,4of chain structuring, given the assumption

that outlets in chains follow the national patterns. Fiqure 20
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Number of % of % of
Qutlets in shipments . Cumulative shipments Cumulative
a Chain E, controlled Percentage E, controlled Percentage
150 outlets o S 1 1.1% 1.1%
101 outlets 1 7% 7% A

75 outlets 2 1.1% 2.2%

51 outlets 8 3.0% 3.7%

35 outlets 15 3.9% 6.1%

21 outlets 25 3.9% 7.6%

10 outlets 100 7.4% 13.5%

2 outlets 400 5.9% 13.5%
Number of outlets selling either mobile homes only or both mobile
homes and recreational vehicles in 1974: 13513,

Source: Figure 14 and Figure 17.

FIGURE 19:  CONTROL OF SHIPMENTS TO DEALERS BY CHAIN OPERATIONS I THE
MOBILE HOME DISTRIBUTION SYSTEM, 1974,  ASSUMPTION T.
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Number of % of . % af .
outlets in shipments Cumulative shipments Cumulative
a chain £y controlled Percentage E, controlled Percentage
150 outlets 1 2.2% 2.2%
101 outlets 1 1.4% 1.4%

75 outlets 2 2.2% 4.4%

51 outlets 8 6.0% 7.4%

35 outlets 15 7.8% 12.2%

21 outlets 25 7.8% 15.2%

10 outlets ' 100 14.8% 27.0%

2 outlets 400 11.8% 27.0% :
Number of outlets selling either mobile homes only or both mobile
homes and recreational vehicles in 1974: 13513

Saurce: Figure 14 and Figure 17.

FIGURE 20:  COWTROL OF SHIPMENTS TO DEALERS BY CHAIN OPERATIONS IN THE
MOBILE HOME DISTRIBUTION SYSTEM, 1974.  ASSUMPTION 2.
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repeats the same analysis for the alternative assumption which
states that the size of an outlet in a cha{n oneration is double the

national average.

It must again be noted that these figures are the best estimates
.with the available data and will have to be revised as concrete
“information on patterns of ownership and size become available.
With the aboVe proviso in mind, it can be stéted that a'réiétively

low degree of concentration prevails in the mobile home distribu-

tion system on the national level. As noted before, regional
differentials with‘respect to shipments and the numbers of out-

lets make any inferences from the national to the regional or

state level difficult. Although chains_might find it more

profitable to operate in regions where the industry is more deyg]oped,

there is no firm evidence that this is so. A situation of

chains exerting oligopolistic powers in some regions where the

industry is not fully developed is theoretically feasible.

Anather possibility which is mutually exclusive with the previous

one is that chains control shipments in a select few areas where

the industry is fully developed leaving the rest of the national

market to the independents.
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2.2.2 Spatial Concentration

The following analysis iS'fdcused on the geographic and demographic
distribution of mobile home outlets. The two sets of indices
covered by this heading measure the degree of reaction of the
mob11e home dwstr1but1on system to demand factors The first set of

measures wh1ch w111 be used are re]ated to area, spec1f1ca1]y distri-

fbut1on outlets per square m11e Such measures are based on a rather

11m1ted def1n1t1on of a market wh1ch emphasizes physical dimensions
and uses them as a proxy for other economic variables. The main
reason for taking such an approach with respect to the distribution
outlets of the mobile home industry is the physical characteristics
of the product. They give a dajor role to transportation costs,
which in turn play a large part in the structuring of the distribu—

tion system.

The second set of measures which will be developed emphasizes a
demographic varjable: the size of the nopulation in various re-
gional markets. Disregarding the income variable, population
alone is not a sufficient measure of market size. The present
study, however, is mainly concerned with the analysis of problems
of sppp]y, and only the geographic and demographic variables are
directly relevant. An analysis of the manv different determinants
of demand for mobile homes and their effects on the structure of

the distribution system will be left to a future study.
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Transport Costs and the Structure of the Mobile Home'

Distribution System

Unlike many goods, mobile homes cannot be transported in bulk
across long distances without transport costs becoming prohibitive.
Th%s has been an important factor in the relative decentralization

of production facilities and of the dealer network.

Transport costs impose certain 1imits on the geographical distance
among the agents in the channels of distribution, for if these
agents are more than a given distance from each other, their
operations become unprofitab]é. The optimum distance between the
agents has been empirically determined to be around 300 miles for »
each step in distribution. A national survey made by Ch%ﬁo, Lorimer: M;
and Associates for the State of Minnesota gshows that 56 percent of
the manufacturer's market for mobile homes is located within 250
miles of the manufacturing plant,while the remaining 44 percent is
within 500 mﬂes.4 This has certain implications for the location of
dealers and manufacturers. According to the same survey, 69.3%

of the dealers are within 250 miles of the plant while only 17%

of the final market is within this radius. 24% of the dealers are
within 250 - 500 miles of the plant within which 83% of the final
market is contentrated. Henée, it can be concluded that transport
costs Tead to a concentration of dealers within a radius of 250 - 300
miles of the plant and that this in turn leads to a concentration

5
of the market to within 250 miles of the dealers.
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This si%uation, which directly results from the physical character-
1§t1cs of the product, has helped decentralize both the production
and the distribution systems of the mobile home 1nﬂustry. A
producer or dealer who knows that his market is limited to a radius
of roughly 500 miles economically cannot expand his operations
beyond a certain limit. Especially at the plant level, the scale

economies associated with large-scale mass production cannot be

fully exploited. This may lead to oligopolistic formations, a sit-

? ~
;
{

uation which will be discussed in 3.1..

In the following analysis, 1nterregiona1 differences in transportation

costs are not considered.

» Analysis '

As noted, two sets of variables are used in the analysis of thé

spatial concentration of out]etst’ First is the number of outlets

and unit shipments per square mile. Given uniform transport costs .\
on a national basis, interregional differences in these variables may

be takeh as an indication of interregional differentials in market

size. Taken separately, the number of outlets per square mile (Omi)

is an indicator of past demand as well as future expectations. As

the time spaﬁ covered by the life of an outlet is more than a year,

the basic time period of analysis, it is concluded that this

variable is an indicator of the market size over the intermediate
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period (in the Marshallian sense of the term), covering more than
a year. Shipments per square mile (Sm) cover a single period, a
year, and assuming coastant inventory levels, is an indicator of
the market size in the short run. As was discussed in other parts
of the study, the assumption of constant inventories is not as

limiting in the mobile home industry as it may be in other industries.

Second, two demographic variables are used: outlets per household
and shipments per household. Outlets per household (Oh) is a measure
of the market in terms of population. It was noted in the discussion
on transportation costs that the mobile home market does have demo-
graphic as well as physical characteristics in the sense of covering
a limited geographic area. Tﬁis variable had the characteristic
noted in the case of the Omi variable. The last variable estimated
was shipments per household (Sh) which is the demographic analogue

of the Om variable. Also, two hybrid variables were calculated.

One is outlets per household per square mile (Ohm}. This is a
measure of market concentration, in the intermediate period, when
expressed on a regional basis. Similarly, a short run variable (Shm)
was also calculated. In the following, for reasons which will

become apparent to the reader as the argumeﬁt develops, the usual
order followed in this study (presenting national figures and

following them with regional ones) will be reversed.
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Regional Distribution of Mobile Home Shipments and

Qutlets on a>Geograph1c and Dembgraphic Basis

Figures 21 and 22 give the values of the variables, shipmentg
received by dealers and outlets on a per square mile and per
hoﬁseho]d basis, (Sh, Sm) and (Oh, Om). Figure 23 gives the number
of shipments per household and per square mile iOhm). Finally,

this information is ranked on an interregional basis in Figure 24.

In the evaluation of the ranked data, three basic yardsticks were

used. First was the ranking of the region on a national scale.

Second was the ranking differénce between the short-term variables
concerning outlets {Oh, Om, Ohm). For optimal performance these should
match. If some short-run variables are of lesser rank than others,
some excess capacity problems may be assumed and vice versa. Third,
rank differences in the set of short-run variables concerning

shipments (Sh, Sm, Shm) were used.

It was noted fh 1.2.2 and in 2.1.1 that some regions dominate the
national market in terms of total shipments-and total number of
outlets. The picture changes considerably when these figures are
adjusted on a geographic and demographic basis. The nine regions,
and Alaska, will be discussed individually in terms of the adjusted

figures.
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| SHIPMENTS SHIPMENTS
AREA 1973 TOT. [HOUSEHOLDS | PER 10,000| PER 13,000
REGION (SQ. MILES) | SHIPMENTS |(10,000's) | HOUSEHOLDS SQ. MILES
SOUTH 278,776 176,624 94.39 187.12 6335.6
ATLANTIC C
EAST NORTH 248,284 80,436 123.82 64.96 3239.6
CENTRAL
WEST NORTH 517,247 48,398 51.55 93.88 935.6
CENTRAL .
WEST SOUTH 438,884 76,563 59.52 128.36 1744.4
CENTRAL ' '
EAST SOUTH 181,964 70,574 38.68 182.45 3873.4
CENTRAL
MID- 102,745 45,859 118.37 38.76 4466.3
ATLANTIC
NEW 66,608 10,669 36.45 29.27 1601.7
ENGLAND
PACIFIC 91,672 55,900 85.75 65.18 6097.8
MOUNTAIN 863,887 52,721 25.18 209.37 610.2
ALASKA 586,412 928 79 117.46 15.8
U.S. TOTAL| 3,615,122 618,702 .| 634.50 97.51 1711.4
Source: Compiled by PMHI Task Force from Statistical Abstract of
' the United States, 1973, and "MobiTe-Modular Housing Dealer
Magazine's Monthly Market Letter."
FIGURE 21: REGIONAL UNIT SHIPMENT CONCENTRATION FOR THE UNITED

'STATES, 1973
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1973 1oTAL - |DISTN. OUT.|DISTRIBUT'N

AREA MH-OMLY & |HCUSEHOLDS |PER 10,000 |NDUTLETS PER
REGION (SQ MILES)- |MH&RV OTLTS|(10,000's) |HOUSEHOLDS [10,000 SQMI
SOUTH 278,776 2916 94.39 3.09 104.6
ATLANTIC
EAST NORTH 248,284 2614 123.82 2.11 105.2
CENTRAL
WEST NORTH 517,247 1216 51.55 2.36 23.5
CENTRAL
WEST SOUTH 438,884 1316 59.52 2.21 29.9
CENTRAL ' -
EAST SOUTH 181,964 1245 38.68 3.22 68.4
CENTRAL
MID~ 102,745 1383 118.37 1.17 134.6
ATLANTIC N
NEW 66,608 430 36.45 1.18 64.5
ENGLAND ,
PACIFIC 916,728 1257 85.75 1.46 13.7
MOUNTAIN 863,887 1092 25.18 4.34 12.6
ALASKA 586,412 44 .79 5.57 .7
U.S. TOTAL | 3,615,122 13,513 634.50 2.13 37.3
Source: Compiled by PMHI Task Force from Statistical Abstract of the

United States, 1973, and The Automotive Credit Service's
" "Directory of Mobile Home and Recredtional Vehié¢le Dealers
in the United States and Canada

FIGURE 22: REGIONAL DEALER SPATIAL CONCENTRATION RATIOS FOR THE

UNITED STATES, 1973.




Industrial Organization 64

SHIPMENTS PER - ¢ OUTLETS PER

10,000 HOUSEHOLDS 10,000 HOUSEHOLDS
REGION | PER SQUARE MILE 'PER SQUARE MILE
SOUTH ATLANTIC 13.90 ' .238
EAST NORTH CENTRAL 4.6 .]45
dEST NORTH CENTRAL ’ 13.43 _ f337
WEST SOUTH CENTRAL 15.58 | | .268
EAST SOUTH CENTRAL 5.18 .162
MID-ATLANTIC . 1.0 o ,,_._'033
NEW ENGLAND ) 0.54 . R .022
PACIFIC ' 1.66 o 372
MOUNTAIN 50.00 ' 1.031
ALASKA 0.002 .0s0

Source: Figures 21 and 22.

\

FIGURE 23:  CONCENTRATION OF OUTLETS OF MOBILE HOMES AND SHIPMENTS
TO DEALERS PER 10,000 HOUSEHOLDS PER SQUARE MILE IN 1973.
REGIONAL BREAKDOWN.
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South Atlantic. This region is the highest ranking in terms of

total number of shipments and total number af outlets. It ranks
after the Mountain region when the total number of shipments is
adjusted on a household basis (Sh) and on a household per square
mile basis (Shm). However, in terms 6f geogréphic and demographic
concentration of outlets, its rank falls on a national scale. This
1e%ds to the conclusion that outlets in this region are rather
dispersed geographically and that shipments per'outlet are larger
than the national average. It can be said that this region still
may have some undeveloped market potential, as seen by its rank on

the Sh and Shm variables.

East North Central. This region ranks second in terms of unadjusted

figures for shipments and outlets. This rank also holds true for
the geographic dispersion of outlets (Om). However, this ranking
rapidly falls when these variables are adjusted on a geographic

and demographic basis. In 1973, this region performed below the
national norm in terms of the variables relating to shipments

(Sh, Sm, Shm). The same holds for the set of variables concerning
outlets (Oh, Om, Ohm). When Ohm and Shm are taken in a pair,

it is seen that the Shm variable ranks higher (6 versus 7). This
Teads to the hypothesis that on a regional basis the outlet size is
above the norm. However, when Sh and Sm are compared directly with
Oh and Om, the comparison between Sh and Sm shows that as far as
the demand conditions in 1973 are concerned, the existing outlets did

not do very well. When Sm and Om are taken as a pair, it is seen
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that the‘region was oversaturated with outlets. It can be hypothe-
sized that the geographic dispersion of outlets in this region is

lTess than optimal.

West North Central. This region ranks third on the national scale in

terms of outlets per household per square mile (Ohm). However, its
rafking in terms of all other variables is lower. It appears that
this is another region in which there are too mény outlets for optimal
operation. When the Ohm variable is compared with the Shm (0Ohm:3,
Shm:4), it can be observed that the existing outlets did not do too
well in 1973. In this region all the adjusted intermediate period
variables rank higher than the adjusted short period variables. It
can be concluded on that basié that in 1973, problems of excess
capacity occurred and that if these continue, a fall in the number of

outlets can be expected.

West .South Central. The ranking of this region in 1973, in terms of

short-run variables, is at least equal to or higher than its ranking
in terms of the intermediate run variables. This gives the impres-
sion that the outlets in this region did rather well.

East South Central. The same observations that were made with

respect to the West South Central region also hold here.

Mid-Atlantic. This region has a characteristic which makes it

anomalous. It ranks highest in terms of outlets per square mile,
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but its ranking falls drastically when this is adjusted on a house-
hold basis. This leads to the hypothesis that this region may still
have an unexploited potential in terms of markets. The relatively
low ranking in terms of unadjusted value of shipments in 1972 may
have been due to this. Also, the similar ranking in the Shm and

Ohm variables Teads to the conclusion that outlets did an average

business during 1973.

New England. This is one of the regions which ranks very low on a
national scale. However, fhere are no major discrepancies among the
values of the short-run and intermediate-run variables. Hence, it
appears that a situation of Tow level equilibrium prevails.
Pacific. This region ranks next to the mountain region in terms of
the Ohm variable. However, in 1973 the corresponding Shm variable
ranked rather Tow. Hence, the existing outlets seem to have per-
formed poorly in terms of sales during 1973. As far as the market
conditions in that year go, excess sales capacity existed and the
out]ets were too closely concentrated for optimal effi;iency. The
regional performance somewhat improves when other intermediate-run
and short-run vari&b1es are compared, which Teads to the conclusion
that the regioné1 performance may not have been so problematic as

seen at first glance.

Mountain. In national rankings this region dominates all regions

except the South Atlantic. Shm and Ohm variables rank together
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showing that the distribution of outlets is rather efficient. As
there are no Targe differences between the intermediate-run and
short-run variables, it can be concluded that the region operated

rather efficiently in 1973.

Alaska. This state ranks in the bottom of the national scale in

mény of the indices except in the number of outlets per household
where it ranks first. This leads to the conclusion that overcapacity

problems may exist.

Ths discussion of Alaska concludes this sketch of the geographic

and demographic dispersion of the mobile home outlets and shipments
on a regional basis. The main weakness of the analysis is the .
possible instability in the rankings over time. Hence, it should be
taken as no more than an X-ray picture of the distribution system.
The picture obtained buttresses the hypothesis made previously
concerning interregidna] differentials in demand and supply of

mobiTe homes. One surprising result is the ranking of the Mountain
region, which shares the top national ranking with the South Atlantic

region in any indices.

The discussion of national dispersion of outlets and shipments on
a geographical, i.e., square mile, basis is carried on with the help

of a correlation matrix deve]oped‘from Figure 24.
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National Distribution of Mobile Homé Shipments and Qutlets

On_a Geographic and Demographic Basis

Figure 25 summarizes the information on the geographic and demo-

graphic dispersion of shipments on a national basis.

These are rough national figures. The next steE is an analysis of
the structure of the dispersion of outlets on a spatial and demo-
graphic basis. Figure 25 shows the degree of correlation between
the different variables developed for the analysis of the regional

figures.

-To the right of Figure 25 is a 1list of variahles (rzs) showina

a high degree of correlation. In the case of the starred variahles,
because the second variable is obtained from the first through an
arithmetic transformation, a high degree of correlation could be
expeéted by definition. Hence, only the correlation shown in

unstarred cases is of any interest.

First, on a national basis, the unadjusted éumbers of shipments and
outlets show a degree of correlation (ShOu: rzs = 0.71). This has
some implications which were touched on before. These two, almost
by definition, should move together barring any extremely large
scale differentials in the interregional size distribution of

outlets. As we can assume that no such differentials exist on



Industrial Organization

{ : :

i

71

--NATIONAL FIGURES--

OH ' oM YOHM

SU SH SM' _SHM ou 2
‘ l res
Sy 1 _'0.40 j0.30{0.62 §0.71 40.08; 0.4310.3
|
i .

SH 1 10.42'0.20 Jo.71 Jo.804 0.8500.4
SM 1 _0.03 0,76 £0.62k 0.62
SHM 1_10.24 :0. 24( -0.1680.74
cu 1 _=-0.39% 0.6480.24

i
OH 1 % 0.7080.1

| |
oM_| |1 8076
OHM i : o .
Su: Shipments unadjusted.
Sh: Shipments per 10,000 households
Sm: Shipments per 10,000 square miles
Shm: Shipments per 10,000 square miles per household
Ou: Outlets unadjusted i
Oh: Outlets per 10,000 households

Qutlets per 10,000 square miles

Om:

Ohm: Out]ef;iper_10;300'hou§eh01ds per square mile

FIGURE 25:

: _Su Shm

Su Qu
Sh Qu
Sh Oh
Sh Om
Sm Ou
Sm Oh
Sm Om
ShmChm
Ou Om
Oh Om
Om Ohm

]

0.62%*
0.71%*
0.71
0.80
0.85
0.76%*
-0.62%*
0.62
0.74
0.64*
0.70*
0.76*

MATRIX OF CORRELATION COEFFICIENTS (SPEARMAN'S rzs) FOR VARIOUS

INDICES SHOMING THE RECGRAPHIC AMD DEMOGRAPHIC DISPERSICM OF

QUILETS AND SHIPMENTS OF MOBILE HOMES. 1973.

-
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a large scale, a significantly positive correlation coefficient is
acceptable. It was noted that the number of outlets is a variable
which shows Tess variation over the short run than does the number
of shipments; hence, the .29 = (1 - 0.71) deviation is probably
caused by the fluctuations in shipments. The direction of deviation
capnot'be told from this data, but it may be safe to say that some
capacity problems do exist. As noted in 2.1.1 this is confirmed by
other factors for later periods. (Otherwise, tﬁe variables, given
the size distribution of outlets, could be expected to give

rls = 1.00.)

The problem diminishes somewhat when the correlation between the
shipments and outlets on a pe; household basis is considered (ShOh:
rls = 0.80). The deviation from 1 is reduced to 0.20. Hence, it
can be said that the mobile home distribution system performed
effectively in 1973 in meeting market démand expressed in demo-
graphic terms, though some problems of capacity existed. It may
be said that this was in the direction of excess capacity. The
correlation coefficients between shipments and outlets, on a square
mile or household per square mile basis are:

smom: rZs = 0.62 and ShmOhm: r’s = 0.74.
The former shows that physical area, of course, is not a very good
indicator of market sizes r?s falls by 0.08% when it is estimated
on a per square mile rather than on a per household basis. The
final correlation is ShmOhm: rzs = 0.74, a good indicator of the

overall effectiveness of the mobile home distribution system on
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a national basis when both demographic and spatial factors are
taken into consideration. The main factor which reduces the ShmSohm:

25 = 0.7 from 1 is excess capacity and the fact that distribution

r
of households per square miles varies across the board. This can

also be seen from the fact that the correlation coefficient between
shipments per household and outlets per square mile (ShOm) is Tess

than 1, ShOh: r?

s = 0.85. The remaining coefficients, which are
marked by (**) on Figure 25, show the degree of'corre1ation between
an adjusted and an unadjusted variable, e.g., ShOu, and can be

disregarded here.

In conclusion, the following points can be made concerning the
distribution of outlets and of shipments on a national and

regional basis.

1. The national figures show that the mobile home
distribution sector is dispersed in a relatively efficient

manner in its demographic and spatial dimensions.

2. There existed a number of problems relating to excess

capacity in the industry in 1973.

3. The national figures tend to hide many regional
problems. Interregional differences in the numbers of
shipments and outlets are indicators of wide ranging

series of problems having to do with all aspects of the
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mobile home industry, from taste differentials to
zoning laws to problems of park spaée.suppTy. Since
the distribution system, made up of some 13,000 sales
outlets, serves the purpose of a transmission belt
bringing the producer and the consumer together, it is
influenced by specific problems in different regions

and states.

2.2.3 Causality

A number of factors play a role in the emergence of mobile home
dealership chains, i.e., the ;oncentration of ownership. First is
possible cuts in operating expenses and administrative overhead.
Second is the ability of relatively large chains to operate

across regional boundaries, thus minimizing the effects of season-
ality in sales. There are few of these chains at present. Third
is the fact that large chains could exert a degree of leverage
with respect to producers and even to park operators, which might
raise their prbfit margins as compared to the smaller chains or

independents.

These reasons relate to the reduction of marginal costs per unit
sold. A horizontally integrated operation does have certain
advantages in this respect. In the mobile home case, however, the

factors mentioned previously which 1imit the firm's size also have
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some affect on the growth of chains. "Differentials between

various markets in terms of taste and income, b1us the difficulty

. of purchases in bulk from a producer, make chain operations less

profitab]e than they are in other consumer goods industries.

The supply and demand factors which were mentioned previaqusly
(see 1.2.4 and 2.1.2) are the main determinants of the present
degree of dispersion of outlets on demographfc;and geographic

bases.

2.2 4 Emerging Trends

The preceding discussion of concentration in the mobile home
distribution system is entirely on a croés-sectiﬁna1 basis and
does not give a great deal of information about trends. For that,
the main source of information is PMHI's correspondence with
indﬁstry experts. All the respondents unanimously agree that within
the next five years, chains are going to play a major role in the
system and both national and regional chains will exist.

However, some sharp differences of opinion on this point exist
between the results of PMHI's correspondence with industry experts
and PMHI's iﬁdustry interviews of 1975. The latter group was
unanimous in their view that the number of horizontally integrated

chains is either constant or decreasing. It is possible that the
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differences of opinion were caused by the timing of the "surveys.”
The PMHI expert correspondence was conducted in early 1974; the PMHI
interviews in early 1975. The changes in economic climate between

the two periods possibly influenced the responses.

PMHI estimates that the degree of horizontal integration in the
ﬁobi]e home industry's distribution system will increase rather
slowly, and that a national chain encompassing;both Hawaii and
Alaska will never exist. Chains in regions with similar market
patterns may be expected to increase in number as well as in unit
volume per chain. But, beyond a certain point, diminishing returns
will set in. A large chain may easily become top-heavy and lead to
diseconomies of scale. PMHI estimates that, by and Targe, this will
be before large scale national chains come into operation. Whether
this is also true with respect to trends in spatial concentration
depends on forecasting regional demand patterns. As outlets in

the "oversaturated" regions close, and as the dealers move into
more profitable ventures, the degree of efficiency of the system

on a geographic and demographic basis may be expected to increase,

2

i.e., the coefficient r“s = 0.74 may be expected to rise over time.
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2.3 INTEGRATION

In_ the mobile home distribution system, integration can take one of

the following three forms.

1. Integration between the agents in the production and in
the distribution systems, i.e., integration between manu-

facturers and dealers.

2. Integration between the agents in the distribution and in
the park systems, i.e., integration between dealers and park

owners.

.3. Integration between agents in the distribtuion system and
their suppliers, i.e., the movement of some mobile home

dealers into consumer financing.

The data on which analysis of these forms of-integration is based

(the PMHI Survey of Dealers and Annual Reports) does not distinguish
between forward or backward integration-except for "planned" integra-
tion for which the direction can be determined. Hence, a full explora-

tion of the direction of integration is not undertaken.
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2.3.1 Analysis

Integration between Mobile Home Manufacturers and Dealers

In the PMHI's survey of mobile home dealers, 7.1% of the respondents
stated that they evolved from the isobile home manufacturing svstem.
The relatively small figure can be explained by the different require- .

ments of the two sectors. Since the technology of production differs
i
from the technology of the dealers with regard to sale, the know-how {

requ1rements vary. The annual reports of publicly held comnanies were.

also ana1yzed and the number of'compan1es operating both in mobile home

manufactur1ng and in dealersh1ps was found to be very Tow. However only the

annual reports, 10Ks and prospectuses of the forty 1ead1ng firms engaged in
mobile home manufactur1nowuefe used, therefore no exact percentages

are presented. Some reasons for the presence of integration in this

area follow. First, if a manufacturer owns or partially controls a

number of outlets, he can exert the same power in his pricing po]iciesé

over the market as does a horizontally integrated firm. Second, he |

can reduce selling expenses and general and administrative expenses

and thus in'crease his profits. Finally, a 'manufacturer

who operates throuah controlled dealershins ' can

schedule his production and shipments so as to minimize the effects of_
seasonality. The number of manufacturers inteqratina into distribu-
tion is much greater than the number of dealers going into manufac-
turing partially because the amount of capital required to open a

dealership is less than the amount required to start a manufacturing
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plant. In addition, large sums of capital may be more readiiy avail-

able to manufacturers because of their greater financial capabi]ities-:
Given comparatively small resources, horizontal expansion or integra-.;
tion into parks is probably both easier and more profitable for |
dealers. Also, it probably is not feasible for a single dealer or for
a sma11 sized chain of dealers to absorb all of the sales output of an

econom1ca11y efficient manufacturer without Tosing some sales to

dealers with a more diversified product line. ; /

Integration between Mobile Home Dealerships and Parks

62.7% of the respondents to the PMHI survey of mob11e home dealers

stated that they were involved in park operat1ons at the t1me of

the1r replies in 1973; another 5.9% stated that they planned to en-

ter the field. 34% of the dealer respondents were involved in park

development and another 12% planned to enter that field. This im-

nlies that a high percentage of dealers in the distribution system
"start from scratch" when entering park operations rather than

througn buying their way into the system. It may be inferred that ;
park development may be a negligible factor in their calculations |

since the returns earned are relatively high.

A number of different reasons exist for the high freauency of inteqra-
tion into the mobile home park svstem. First, although there are dif-
ferences in know-how required for sales and park operations, the required.

'skill differentials are not enough to be prohibitive. Second, a small
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dealer obtains a useful income supplement from parks which, unlike ~\
sales revenue, is not subject to seasonal fluctuations. Also, in IocaT;\
:ities where park space is relatively scarce, integration of this type |
§1ves the dealer additional leverage with respect to the market. Fi-
na]]y, a large dealer as a chain can exert some market power over Aj;

both his suppliers and his consumers because of park ownership.

Integration of Mobile Home Dealerships into Consumer i

Financing

Only 14% of the respondents to PMHI's survey of mob11e home dealers

stated that'they were also involved in consumer fﬁnanc1ng }

'
i

The responding dealers presently involved in consumer financing
operat%ons do not have any marked characteristics of origin or

size expressed in terms of sales. None stated any p]ans for
integration in this direction.

The reason for this relatively low degree of integration may be

the differences in skill requirements. The degree of financial
know-how required in consumer financfng may not be available to the
dealer. Integrating into consumer financing méy be advantageous
only to the larger dealer with a high sales volume. A small

dealer may find it more profitable, in terms of effort required
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and costs, to work in an informal relationship with an independent

agency.

2.3.2  Causality

Thejreasons for vertical integration are primarily economic.

Firms at a given stage of the over-all productioﬁ or sales process
integrate forward or backward if they can reduce their imputed
costs of purchase below the market price. In integrating either
with manufacturers or parks, dealers can expect to reduce both

wholesale costs of the product and other administhatiye or site

location costs. Dealers with prior experience in the target areas
for integration are more likely to intégrate than dealers without
such familiarity. Certain cross-tabulations, run on the responses to

|
PMHI's Survey of Mobile Home Dealers tend to substantiate this

observat1on 39 2% of the respohding dealers who also operate mob11e"-
home parks had the1r origins in the mob11e home industry. 26% of )
the dealers involved in park development originated in the industrv.
However, these percentages fall when the following two other

areas of integration, consumer financing and manufacturing, are
concerned. Since only a minor percentage of all the respondents
are integrated into consumer financing, no well-founded generaliza-
tion can be made about the characteristics of dealers who have
1ntegrated into this area. However, it can be logically expected -

that the larger dea1evs enter,
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In summary, incentives to both reduce the risk in production and
distribution of mobile homes, and to guarantee a degree of security

in net returns, push firms toward integration.

2.3.3 Emerging Trends

In the PMHI surveys of the mobile home industryf trend factors are
not explicitly considered; the following observations are based on
information concerning "plans." The PMHI's survey of mobile home
manufacturers and the PMHI's survey of mobile home dealers reveal
that 7.1% of the responding manufacturers planned to inteqrate in-
to dealerships. No respondenfﬁ to PMHI's survey of mobile home
dealers indicated a plan to move into manufacturing which is not
surprising considering the factors given in 2.3.1. Presently in
1975, there is, of course, question as to whether the manufacturers'
p1ans.as of 1973 to integrate into dealerships will be realized.

The responses to PMHI's 1975 industry interviews indicate that
integration may in fact be decreasing. Only ten percent of the
respondents stated that the number of manufacturers integrating into
dealerships was constant. The remaining respondents stated that manu-
facturers were either moving into integrative activities less than

before or not at all.

With respect to integration originating in the distribution system,

the following observations may be made. None of the dealers who
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AREAS OF INTEGRATION

PERCENT OF ALL
RESPONDENTS *

PERCENT OF RESPOMDENTS
WHICH ORIGINATED IN THE
MOBILE HOME INDUSTRY

MANUFACTURING
CONSUMER FINANCING

MOBILE HOME PARK
OPERATION

MOBILE HOME PARK
DEVELOPMENT

6.0%
14.0%
62.7%

34.0%

6.0%
€.0%
39.2%

26.0%

* Percentages add up to more than 100 as some dealers are integrated

into more than one area.

Source: Compiled by PMHI staff from PMHI's Survey of Mobile Home

Dealers

FIGURE 26:  INTEGRATION OF MOBILE HOME DEALERSHIPS
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responded to the survey indicated any plans toward integration
into the area of consumer financing. Slightly less than 6% of
the responding dealers indicated plans toward movement into park }
operations. This relatively small percentage compared to past é
dealer movement into park operations may indicate that integration

initiated from the distribution system may be slowing down. ///

Again, due to the changes in the behavior of the macroeconomi ¢
variables in late 1973 and 1974, it is possible that some of the

plans for integration were not realized.

The fall in shipments to dealers, due in part to macroeconamic chanqes,l
could very well lead to a move téﬁard entrenchment in the industrv in |
the short run. A strong statement about long run activity cannot be
made because relative cost figuras of integrated versus unintegrated |
firms are not available to PMHI. However, beyond short runvprob1ems, and
given stable growth in macroeconomic variables, integration of the park
system and of the dealership organization in the mobile home industry

can be expected to continue.
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2.4 DIVERSIFICATION

The discussion of diversification will be divided into two headings:
1. Diversification into activities indirectly related
to the mobile home industry, specifically recreational

vehicle dealerships.

2. Diversification into activities unrelated to the
mobile home industry; particularly the distribution of
building supplies, the distribution of factory produced

non-mobile housing and shelter, and on-site construction.

In the PMHI survey of mobile home dealers, both groups of activities
cover 96%iof all responses concerning diversification. The remaining
4% indicated that their diversification activities were directed else-

where.

The data on diversification generated by the PMHI dealer survey permits
only indirect conclusions on the direction of diversification. It is
not known whether dealers are expanding into other areas or whether

firms in other areas are expanding into mobile home dealerships. A com-
pariscn between the capital requirements for diversifying into a partic-
ular area and the likely availability of such funds to dealers has been

used as a rough indicator of the direction of diversification.
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2.4.} Diversification into Activities Indirectly Related

to Mobile Home Industry: Pecreational Vehicle

Dealerships

Sixteen percent of the respondents to PMHI's survey of mobile
home dealers indicated that they were diversified into recrea-
tional vehicle dealershins. Two percent indicated that they
planned to move in this direction. However, these figures con-
flict with the ACS data used in 2.1, that approximately 25% of
all dealers in the mobile home distribution system sell both
products. ilence, the following conclusions derived from the PMHI

survey have a sample bias and must be judged as underestimates.

Diversification into this area may be due either to industry
origin of the dealer (relevant know-how), or to factors related
to sales performance. Both of these possibilities were explored

in cross-tabulations based on the PMHI/DS data.

Industry Qrigins

The vertical axis on the first cross-tab (Figure 27) gives the industry
origins of the dealer who is presently working with both mobile homes
and recreational vehicles; the horizontal axis gives his present

relationship to the recreational vehicle industry.
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The cross-tabs show that the industry background of the owner-manager
does not play a part in the present relationship of the dealer to
the regreational vehicle industry. Unly 40% of all dealers who
started in recreational vehicles are still involved; furthermore,
they make up only one quarter of the dealers who aré presently
involved in recreational vehicles. Half of the dealers who
diversified into recreational vehicle dealerships originated
within the mobile home distribution system itself. /nother
quarter of the dealers began in other areas. "Know-now" re-
quirements do not seem to present a barrier for diversifica-

tion from mobile home dealerships into recreational vehicle

dealerships.

" Sales Factors

Possible increase in sales could also lead to diversification

into the recreational vehicle industry. The re§bonses to PMHI's
survey of mobile home dealers were cross-tabulated (with sales
volume in the vertical axis and the present relationship of the
mobile home dealer to recreational vehicle sales-- not in/not plan
to enter, now in, plan to enter-- in the horizontal axis). The

results indicated that 31.3% of the respondents who have annual

PR IO v
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sales of more than 1 million dollars are also in recreational ve-
nicles. This group also comprises 71.4% of all respondents who
are presently involved with recreational vehicles. T7he only
dealer who is planning to diversify into recreational vehicles

has sales above 1 million dollars annually (see Figure 28).

~ These %igures do not indicate whether the dealer's sales rose

7 Concluding from the results

before or after the diversification.
of the PMHI survey of mobile home dealers, diversification into
the recreational vehicle industry seems to be more a function of

both saTes factors and size than of "know-iow."

2.4.2 Diversification into Activities Unrelated to the Mobile

Home Industry: Distribution of Building Supplies,

Distribution of Factory Produced Hon-iobile Housing and

:Shelter, and On-Site Construction

While all three of the above areas are related to the building
industry, they have no direct functional connection with the mo-
bile home dealership organization. 15% of the respondents to

the PMHI survey of mobile home dealers indicated involvement in
one or more of these areas. However, due to the size of the sam-
ple and to the lack of data which would enable cross-checking of
the information, firm conclusions about the characteristics of

the total dealer population cannot be drawn.
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Distribution of Building Supplies

Only one respondent is presently involved in the distribution of building
supplies and his origins lie in the mobile home distribution system itself.
A single case of diversification from the mobile home industry to an

unrelated field can say nothing about the dealer population at large.

Distribution of Factory-Produced Non-Mobile Housing and

Shelter

Efght percent of the respondenté are presently involved in the distribu-
tion of factory-produced, non-mobile housing and shelter. Six percent
originated in the mobile home distribution system itself, while 2% orig-
inated in fields unrelated to the mobile home industry. The sample results
show thaf the main direction of diversification is from the mobile home

industry rather than to it.

On-Site Residential Construction ~

Ten percent of the respondents are presently involved in on-site residen-
tial construction. Forty percent of these originated in the mobile home
industry itself while the remainder came from sectors outside of the mobile
home industry. .o correlation was found with the size of tﬁe dealerships

in terms of sales. A number of firms are diversified into both distribu-
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tion of factory-produced non-mobile housing and shelter and on-site
residential construction. This may be seen as a case of diversification
into the mobile home industry by larger builder-dealers representing

building manufacturers.

2.4.3 Causality

Basic rationales for diversification include the profit motive, and

the desire to spread risk. Diversification into the mobile home dis-
tribution system from the rest of the building and construction industry
is the result of complementarity between the output of the rest of the
building industry and the mobi]é home. In other words, a firm which
defines its product as "residential” can add mobile homes to its line
without any changes in self-image. As the information given in the pre-
ceding pages shows, there is some indication that this occurred during
the "growth period" of the mobile home industry as some firms divefgffied{
into the system. Regarding diversification from the system, a similar
logic prevails. A factor working against the explanation of diversifica-
tion as an attempt to spread risk is that seasonality is severe,

both in the mobile home distribution system and in the sectors to or

from whicn diversification occurs.

Diversification to and from the system is also affected somewhat by the
requirements of "know-how" and “capital“. At present, however, there is

too little evidence to conclude that these two factors play a major role.
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2.4.4 Emerging Trends

There is oresently no available information concerning trends in di-
versification. Less than 5% of the respondents stated that they planned
to diversify into any one of the areas noted. &iven the prevai]ing'macro-
economic situation, a process of entrenchment rather than diversification

nas taken place.
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2.5 ECONOMIES OF SCALE

2.5.1 . Analysis

The primary question regarding economies of scale concerns the
behavior of the average total costs as the size of the outlet
increases. In order to gauge this, the following assumptions were
made. First, differentials in retail pfice of mobile homes are
invariant with respect to the size of thé outlet, i.e., larger
dealers do not enter into price competition with smaller ones.
Second, the F.0.B. factory price of a unit is invariant with respect
to the size of the dealer, i.e., the larger dealers do.not exert

any leverage with respect to the price at which they receive the units.

If total éales volume in dollars per annum is used as a measure of

the size of the dealership, the following results are obtaijned:
a. Small dealerships (annual sales at ar below $50,300)
In these cases the F.0.B. factory price was over 70%

of the retail selling price.

b. Medium-sized dealerships (annual sales $51,J00 to

8
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$200,000): Essentially the same results were obtained;
dealers stated that their factory prices were more than

70% of their retail selling price.

Large dealerships (annual sales between $200,000 fo

over $1,000,000): These were divided into three

subcategories:
i) Sales volume between $201,300 -and $500,000
ii)  Sales volume between $531,000 and $1,000,000
ii1) Sales volume greater than $1,000,000

In these categories, again, the median response was

that the F.J.B. factory price comprised more than 70% of
the sales price. Above the median, a number of firms
responded that their F.0.B. factory price was 50% to 70%

of their sales price.

Roughly 30% of the retail price of a unit is sales costs. Since
this average holds for firms of different size, excepting the lar-
- gest category mentioned above, the industry by-and-large exhibits
constant returns to scale. uith respect to the firms which deviate
from this norm, the following is observed: If the first assumption
concerning retail sales price is removed, diseconomies of scale

exist and these firms are bound to price themselves out of the
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competitive market. However, if the second assumption is removed,

these firms exert a degree of leverage with respect ‘to the manufacturer
and realize some savings in input costs as their size increases. 9
In a service sector like the one under consideration, finished goods
can be treated as inputs. The existence of a sma11 number of larger

chains was noted previously. It is probable that these firms belong

~ to chains, thus enabling this form of leverage.

In the case of large dealerships, it is more logical to remove the
assumption concerning the F.0.B. factory price than that of the
relative lack of differentials in the retail sale price. Although
these firms may sell at slightly lower prices, a part of the
differential between their F.0.B. factory price and sales price

most likely covers excess profits, or excess sales costs.

In conclusion, constant returns to scale prevail throughout most
of the mobile home distribution system. Given the available
information, it is unclear whether the largest firms are operating

under increasing or decreasing returns to scale.

A number of areas in which economies or diseconomies of scale

can exist are:

Transportation -- Possible scale economies exist in this area for

the firms which own their carrier fleets. As the number of units
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shipped rises, shipping costs per unit may fall.

Managerial and Administrative Costs -~ Economies of scale may

exist in this area depending on the optimum size of the managerial
staff with respect to sales volume. Certain administrative costs,
such as auditing and legal fees, can be expected to fall in rela-
tive térms as the size of the enterprise grows. The relation-
ship of these costs with respect to output in firms of different

sizes needs further study.

Advertising -- Almost per definition, advertising costs per unit
sold fall as sales increase, and economies of large scale then
exist in this area. However, as éﬁvertising_does not play a major
role in the mobile home distribution system, it is not certain how

large a part it plays in the cost structures of firms.

Service and Set-Up Costs -- In both cases the larger dealers may

expect cuts in costs on a per unit basis. This is probably more
important in the case of service costs, as a larger outlet can
have its own servicing facilities rather than use those of another

firm.

2,5.2 Causality

The production function of the outlets in the distribution system

of the mobile home industry shows some characteristics of constant
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returns to scale. This conclusion can be defended by the following
series of observations. The size of an indiviaugl outlet in the

mobile home distribution system is rather limited. The largest

units probably sell no more than 250 homes per annum, 1es$ than

four per week, and most selling far fewer. Larger outlets would be
espab]ished if substantial economies were present. As noted, the
constraints imposed by the size of the market for a single firm are

a major factor in determining the size of a firmi Given this con-
straint, large firms can exist only if the reduction in costs asso-
ciated with scale more than compensates for the limitations imposed

by transnort costs. However, this is not the case. Cost savings

noted in the few areas mentioned above do not necessarily offset
increases in transportation costs. Hence, the possible case .of in-
creasing returns to scale can be ruled out. Regarding decreasing re-
turns to scale, it should be noted that the size distribution 6f firms-
is skewed slightly towards larger firms selling more than 75 units

per annum. This rules out the case of decreasing returns, with the slant
being'exp1ained by market factors; it is more apparent in the regions
where the industry is more developed, while it is nonexistent 1in

regions such as New England.

The relationships which determine a constant return to scale pro-
duction function are not too difficult to see. Mobile home distri-
bution outlets basically perform a service function. They bring
consumers and producers together, and cannot take advantage of any

major technological innovations if the size of their operations in-



Industrial Organization 99

creases. There may be cost reductions in some areas, but increases
in other areas (e.g., wage costs) will probably offset them as the size

of operations increases.

0 2.5,3 Emerging Trends

The degree of scale economies in any industry is a function of tech-
nological innovation. In the mobile hdme distribution system, as long
as no major technological breakthroughs bccur_(none are expected as of
1976), the characteristics of the production function are expected to

remain stable.
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2.6 PRODUCT DIFFERENTIATION

2.6.1 Analysis

Are dealers selling certain brand names different from other dealers,
for example, in terms of size or degree of vertical or horizontal inte-
gration? While no data is presently available for PMHI to do a thorough
analysis of tnis question, there is neither a theoretical nor a practical
reason for such a differentiation of outlets to exist. Since, by all
estimates, franchised dealers are only about 1.0% of the total dealer
population, and since the rest of the dealers sell more than one brand

name, such a development would be highly surprising.

Anothér question concerns possible structural differentials within the
mobile home distribution svstem, as determined by the product's price
rather than by its quality. Do dealers selling lower-priced units
(whatever the brand name) tend to differ in overall characteristics
(such as size, customer servicing, etc.) from dealers selling higher-
priced units? This question will be thoroughly discussed in the next
section on "Distribution." As will be seen in that analysis, a great
deal of differentiation exists between dealers along two dimensions :
first, the number of outlets a dealer has positively correlated with

the price range of the products he sells, i.c., larger dealers sell
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higher-priced units; and second, dealers who sell higher-priced units

also offer longer warranties and better servicin@.

Two further points concerning product differentiation, loyalty to brand
names and dealer preference, should also be noted. A'preference for

brand name products can only develop slowly in the mobile home industry.
Thig is due in part to the extensive duplication of brand names by
different manufacturers in different geographica1 areas. However, even
if two different manufacturers use the same brand name, a loyalty toward
that name may develop. This is true though the name stands for two diff-
erent products in two different regions. The dealers who responded to the
PMHI survey of mobile home dealers stated that some brand name loyalty had

developed in the market, but no dealer emphasized that point.

In relation to dealer preference, the market area of each individual
outlet is rather small and dealership chains do not yet play a major
role in the distribution of the product. Hence, dealer preference

above a local level has yet to develop in the mobile home industry.

2.6.2 Causality

Each manufacturer's market area is limited geographically. Hence, the
same brand names could be used by different manufacturers with some
degree of confidence. The same factors also affect the relative lack

of dealer recognition beyond a local level. Product differentiation

in terms of warranty scope and length, or in terms of service quality,
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are the méin methods of competition between different outlets. These
forms of differentiation are more prevalent wifh'higher-priced models
than lower-priced units. This is probably bacause the profit margins
to the dealers differ, and the cross elasticity of demand is higher
between larger, more expensive units and on-site housing. In higher
pripe brackets, mobile home dealers compete with real-estate agents as

well as with each other; at lower prices this does not occur.

2.6.3 Emerging Trends

As noted, PMHI's survey of mobile home dealers yields some evidence that
a preference for brand names is increasing among consumers. Whether this
is part of a trend that will result in brand preference comnarable to, say,
the automobile industry, remains to be seen, The best estimate is that it

will not.

dhether product differentiation by dealers in the way of warranties and
services will increase depends on at least three factors. Of major
influence will be the extent to which the Federal Trade Commission will
succeed in imposing upon the industry its présent]y contemplated, extremely
demanding, warranty performance requirements. Related developments in the
on-site housing market will have some impact. Finally, since warranties
and services are the main means of competition for firms in the industry,
their future significance will depend, to a degree, on the amount of

future competitiveness in the system and on whether concentration and

vertical integration will increase or decrease.
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2.7 ENTRY AND EXIT

Under this heading are two issues concerning the structure of

the distribution system of the mobile home industry. BSoth issues
have.imn1ications for the potential competitive structure of

the system. First, do the various costs associated with entry to

the field (search costs, iegal expenses, initial rquired outlays)
form a barrier to the prospective dealer? The second issue con-
cerns entries into and exits from the system. No data are avail-
able to PMHI concerning the total number of entries and exits. ‘he
information used in the following are net figures (net entries) ob-
cained as the difference of the numbar of firms in the system between

any two vears.

2.7.1 Entry Barriers and Het Entries

At oresent, <IHI has no evidence to indicate that entry barriers, i.e.,
economies of scale, nroduct differentiation, etc., nlay a substantive

part in the organization of the system. ihe only barrier wiich may in-
fluence: the organization of the mobile home dealership system is entry

cost. This will be discussed at some lenqth in the following oages.
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The costs of entry have to be analyzed in both absolute and relative
terms. In absolute terms, the quastion is: Are the 1nifia1 outlays
requirad for entry into mobile home distribution prohibitive for
most individuals? In relative terms, the question is reducad tb

the relative cost differentials between entry costs to the mobile

nome distribution system and alternative sources of investment
that'yie]d a similar rate of return. In other words, what are the

opportunity costs of entry?

Thera are no substantial data available concerning the bshavior !

of entry costs over time in this system. The best informed

estimates show that entry costs were approximately $15,000 to

$16,000 in the late 1950's or e;r1y 1960's, and are in the range
of $25,000 to $50,000 now in 1975. The general rise in the price
level during this time period indicates that the entry costs have

" risen about threefold in real terms in the decade. Most of this
increase can be attributed to factors endogenous to the system,
e.q., the growth in the starting size of the average dealership
(although, again, no hard data are available), possible increases
in Tand values beyond those reflected in the general cost of living

" index, etc. - -

" Briefly, the total entry costs to the system can be subdivided into

costs associated with operation and with search.

Costs of operation (which are in the nature of fixed costs)

must be incurred before the outlet can start operations. Such
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Naturally, these vary to some extent by location, size of the
dealership, etc. The purchase or lease price of these items

is the basic element in entry cost.

Search costs are mainly in the nature of opportuniﬁy costs. Thus
their part as a barrier to entry is not precisely quantifiable.
The seérch for a location, manufacturers and, perhaps, park
locations for prospective consumers, etc., are all incliuded in

search costs.

No series is presént]y available to PMHI giving the net rate of
return on investment in the mobile home distribution system,
therefore it is impossible to estimate the opportunity costs.
However, the net entry/exit figures in Figure 29 (national basis)
do not present entry costs as prohibitive.10‘

The table shows that during the period 1970 to 1974, the total

number of dealers selling only mobile homes has consistently
increased. This increase has more than offset the fall in the
number of dealers selling both mobile homes and recreational

vehicles in the period 1973 to 1974. (Possible reasons for this
will be discussed in 3.4.) Assuming that the entrepreneurial talents
entering this system act as rational profit maximizers, there

is no reason to believe that various costs associated with entry to

this system are prohibitive.
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DEALERS SELLING
MOBILE HOMES
ONLY (CHANGE
FROM PREVIOUS
YEAR)

DEALERS SELLING
MOBILE HOMES AND
RECREATIONAL
VEHICLES (CHANGE
FROM PREVIOUS
YEAR) :

TOTAL DEALERS
(CHANGE FROM
PREVIOUS YEAR)

YEAR

1970/1971 662 237 899

1971/1972 590 1943 2533

1972/1973 871 252 1153

1973/1974 753 (-137) 616
Source:

Compiled by PMHI staff from Figure 11.

FIGURE 29: HNET ENTRY/EXIT FIGURES FOR THE MOBILE HOME DISTRIEUTION

SYSTEM, 1979-1474.

NATIONAL FIGURES.
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It was mentioned that entry and exit figures can be used to indicate
the degree of competition. If exits outweigh entries (aside from
any related questions concerning sectoral growth), the degree of
competition in the system is probably decreasing. High entry costs,
relative to other systems and in absolute terms, characterize
imperfectly competitive markets. This does not seem to be true of

the mobile home distribution system now, in 1976.

2.7.2 Causality

The causes of this relatively low cost of entry are traceable to

the nature of the product itself. " As noted ear]ier, the bulkiness
of mobile homes and the transport costs associated with their
distribution on the supply side lead to the physical deconcentration
of the distribution system. This effectively reduces the market
area of each individual outlet to a radius of 500 miles which
constrains the size of any one firm. Given these factors, mobile
home distribution outlets are small businesses and have low entry
costs relative to other systems in the economy where no such con-

straints on size exist.
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2.7.3 Emerging Trends

Given the factors discussed in 2.7.2, and unless a major change (which
is not expected) alters these relationships, the barriers to entry

in the mobile home distribution system can be expected to remain low.
Thus it appears that the distribution system will remain open to

new entrepreneurial talents and innovation.
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2.8 SEASONALITY
2{8.] Definition of Terms

Movements of an economic time series can bechv1ded into four ;

components: (1) the trend; (2) cyclical f]uctuat;ons, (é} seasona]
variations, and (4) random fluctuations. The trend represents long-
term movements in a time series. Cyclical fluctuations are
fluctuations brought about by the business cyc?e Seasonal variations

are periodic fluctuations ‘since they occur recu]ar1y and

predictably within a year. Random f]uctuat1ons are f1uctuat10ns that

cannot be explained by systematic causes.

Significance

In the volume on the production system, it was found that seasonality
adversely affects manufacturers' performance measured in terms of both
company profit rate and capacity utilization. Seasonality can also be
expected to produce similar results for the dealers. The relative

harshness of seasona11ty in the product1on and distribution system may

dif fer' one question w1th wh1ch this chapter is concerned

Y
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Discussion of the Data Bases

Two data sources were used in the analysis of seasonality at the
dealership level. The first source is the PMHI Dealer Survey
wnich is used nrincipally in the discussion of seasonality at the

national Tevel. The second source is several years of back issues

Mof;;hq Honth]y Market Letter on Mobile Home Shimments published by

| ;
. the MobiTe-Hodu]ar Housing Dealer Magazine. The second data source

was used primarily for the ané]ysis of seasonality at the regional
level. It is to be noted, nowever, that the two data sources are

not strictly comparable, since the PMHI figures concern dealers'

sales to[tustomers, shereas ,those" from the second data source con-

cern shipments to dealers. Since shipments precede final sales, it
is to be expected that the neak and trough of the shinments will

precede those of the sales series.

2.8.2 Analysis

Seasonality at the National Level

From the PMHI/DS questionnaire items (29.b.1) and (29.b.2), Figure 30
was constructed to identify the months of highest and lowest sales at
the dealership level. It is readily noted that for the month of their
highest sales, the number of dealers were not overly concentrated in

any given month. In contrast, approximately one third of the dealers
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Month Highest Lowest

# of Firms % # of Firms %
JAN 1 1.7 17 32.7
FEB 2 3.4 8 15.4
MAR 6 10.3 1 1.9
AfR 2 3.4 2 3.8
MAY 12 20.7 2’ 3.8
JUN 6 10.7 4 7.7
JUL 4 6.9 2 3.8
AUG 9 15.5 0 0
SEP 6 10.3 1 1.9
ocT 3 5.2 0 0
NQV 1 1.7 3 5.8
DEC 4 6.9 9 17.3
Missing Observations 14 19

Source:

PMHI/DS

FIGURE 30: DEALERS' MONTHS OF HIGHEST AND LOWEST SALES
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had their lowest monthly sales in January, and half of the dealers in

December and Januahy.

The ratio of déa]ér's Towest to hiéhesf honfh]y séies'fs given in
Figure 31. T7The mean of this ratio is 0.222 for the dealers as com-
pared with 0.37 and 0.46 (based on similar PMHI surveys) for suppliers
and manufacturers, respectively. This wou]d indicate that seasonal
fluctuations at the dealership Tevel aré more severe than they are

at the production system level.

Seasonality at the Regional Level

Monthly shipments to dealers by regions covering the 1968-1974 period

are graphically presented in Figures 32-415 In addition, the average
monthly shipments to dealers are given in Figure 42. As shown in
Figure 42, shipments to dealers were generally lowest during the
winter months of December and January. In contrast, the menth of
seasoha] peak shipments was somewhat diverse for different regions.
Shipments to the_South Atlantic region, by far the largest recipient
of mobile homes, on the'average peaked in May. The peak in shinments
occurred in June for the West ilorth Central, East South Central and
ilew England regions. For the Mid-Atlantic and Pacific regions, sea-
sonal peak shipments to dealers took place in July. For the remaining
regions, highest monthly shipments were either in March, Zentember or

October.
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Ratio # of Firms %

0 - 0.09 11 23.9
0.10 - 0.19 10 , 21.8
0.20 - 0.29 9 19.6
0.30 - 0.39 8 17.5
0.40 - 0,49 3 6.6
0.50 - 0.59 2 ; 4.4
0.60 or above 2 4.4
Missing Observations 26

Source: PMHI/DS

FIGURE 31:  DEALERS' RATIOS OF LOWEST TO HIGHEST MONTHLY SALES
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_ SOUTH_ATLANTIC REGION __;

17,500

- 15,000
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FIGURE 33: REGIONAL MONTHLY SHIPMENTS: SOUTH ATLANTIC REGION ‘
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REGTONAL MONTHLY SHIPMENTS
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REGIONAL MONTHLY SHIPMENTS

NEW ENGLAND REGION™

1M 1974

—1973
i 1972
= 1971
== 1970

ienene

1969
1968

MONTH
NOV

APR

EC

JUN  JUL AUG  SEP OCT

MAY

MAR

JAN FEB

1600

1500
1400
1300
1200
1100

1000

SINIWAIHS

100

NEW EMGLAND REGION

REGIONAL MONTHLY SHIPMENTS:

FIGURE 39:




Industrial Organization 122

REGIONAL MONTHLY SHIPMENTS
__PACIFIC REGION

. SHIPMENTS

2000
1600.
e 1972
: 1973
]200 11111} 1972
- 1971
.800} === 1970
IPeRoe 1969
Iy 1968

. ___MONTH
JAN- - FEB MAR APR MAY JUN  JUL AUG SEP  OCT: NOV DEC

FIGURE 40: REGIONAL MONTHLY SHIPMENTS: PACIFIC REGION

i



Industrial Organization

[%2]

SHIPMENT

6400

[

6000

- 560C

2000

1600[.- 7
Hm

1200 p—

800 -

,400

123

REGIONAL MONTHLY SHIPMENTS:
MOUNTAIN REGION ﬁ

_MONTH

JAN FEB WAR

FIGURE 41: REGIONAL

APR "MAY JUN UL AUG  SEP, OCT WOV DEC-

MONTHLY SHIPMENTS: MOUNTAIN REGION

e PR i LA e LT R e



Industrial Organization 124
REGION
SOUTH EAST NORTH | WEST NORTH| WEST. SOUTH [ EAST SQUTH

MONTH ATLANTIC CENTRAL CENTRAL CENTRAL CENTRAL
JAN 10,045 3,243 2,030 3,942 2,846
FEB 10,&75 4,685 2,602 4,587 3,445
MAR 11,454 5,322 -3,841 5,634 3,837
APR 11,801 5,710 3,544 5,496 4,242

- MAY 11,901 6,211 3,621 5,136 4,270
JUN 11,544 5,789 4,037 5,302 4,673
JuL 10,668 6,022 3,423 4,512 3,912
AUG 11,360 5,914 3,918 4,797 4,076
SEP 10,286 6,467 3,680 4,860 4,116
ocT 11,210 6,061 3,634 5,063 4,106
NOV 11,118 4,405 2,719 4,256 4,216
DEC 8,788 3,484 2,257 252%% - 2,876
L 5 | |
H 0.738 0.501 0.503 0.627 0.609

Highest Shipments

Lowest Shipments

Source:

FIGURE 42:

H: Ratio of Highest to

Lowest Monthly Ship-

ments

Mobile-Modular Housing Dealer Magazine, Monthly Market

Letter on Mobile Home Shipments

(1968-1974)

MONTHLY SHIPMENTS TO DEALERS BY CENSUS

REGIONS
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REGION
WID- NEW

MONTH | ATLANTIC | ENGLAND | PACIFIC | MOUNTAIN

JAN 1,774 475 3,347 2,778

FEB 2,123 519 3,375 2,795

MAR 2,370 781 3,946 13,606

ARP 3,324 13076 | 4,383 3,350

MAY 3,453 1,088 3,869 3,188

JUN 3,922 1,179 3,019 | 3,401

JuL 4,229 1,061 4,480 3,333

AUG 3,916 | 1,099 3,975 3,156

SEP 3,599 | 1,026 3,737 3,421

ocT 3,114 955 4,212 3,455

NOV 2,307 571 {3,360 3,012 s
DEC | 1,513 41 | 3,088 | 2,695

L

H 0.358 0.374 0.711 0.747

L
Highest Shipments H: Ratio of Highest to

Lowest Monthly Ship-
Lowest Shipments ments

I

Source: - Mdbile-Modular Housing Dealer Magazine, Monthly Market
Letter on Mobile Home Shipments

FIGURE 42: (1968-1974) MONTHLY SHIPMENTS TO DEALERS BY CENSUS
Cont. REGIONS (Cont.)
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In the last row of Figure %42, the ratio of lowest to highest monthly
shipments was computed. It is clear that thehNéw England and Mid-
Atlantic regions had the lowest ratios. These two ratios were
doubled or néar]y doubled by the Pacific, South Atlantic and Mountain
Regions. The severity of seasonal fluctuations varied from one

region to another.

2.8.3 Causality

What factors account for'(census)_region§1 differences in the ratio
of Towest to highest monthly shipments to dealers? From cursory in-
spection of Figure 42, it wou{d seem that regions such as New Eng]é;a;
which are characterized by cold winter months, tend to be associated w
with a low ratio. éut states within a’cenSUS region may not have the

same climatic: conditions. For instance, on a 1-5 rating given to

seasonal conditions in each state (where "1“ means a long hot summer
and "5" means no summer, long winter), Florida would have a rating -
of 1 and West Virginia a rating of 3; yet both states belong to the
South Atlantic fegion. (For a complete seasonal rating of each state,

the reader is referred to: Visher, Steven, Climatic Atlas of the u.s.,

tlarvard University Press: Cambridge, 1954, nage 362.

In an effort to find out whether climatic conditions influence sea-
sonality, each state within a region was assigned a seasonal ratiqg

of 1-5. Then, the ratio of Towest to highest monthly shipments was
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regressed on the average seasonal rating of the states within a

region. The estimated re]at%onship is as follows:

LSMS = 0.7944 - 0.0686 S
(0.0666)

RZ = 0.1326

where LSMS is the ratio‘of 1owestfto highest shipments to dealers,

and S, the regional seasonal rat%ng (constructed by averaging the
seasonal ratings of states within a region)._ It is to be noted that
the standard error is located directly below the estimated coefficient
of S. The coefficient of S is negatfve'Tn sign, indicating that
warmer climate (i.e., low seasonal rating) is associated with high S
LSMS. Nevertheless, the coefficient of S is not significant and the -

RZ value is also very low.

2.8.4 Emerging Trends

The yearly ratio of lowest to highest monthly shipments to dealers
was regressed on time, T, in order to find out whether dealers in
these regions have succeeded inﬁreducing the seasonality of demand.
A positive coefficient of T would indicate some success in reducing
seasonality, and a negative coefficient would indicate a woréeninénin

seasonal variations.

Figurea3 contains 9 estimated trend Tines corresponding to the nine
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REGION - CONSTANT TIME  ~ R%
SOUTH ATLANTIC 0.5827 ~0.0433 0.2666
| (0.0321)
EAST NORTH CENTRAL | 0.3556 -0.013] 0.2695
(0.0097)

WEST NORTH CENTRAL | 0.4380 | -0.0193 0.2722
. (0.0141)

EAST SOUTH CENTRAL | 0.4341 -0.0210 0.1869
. - (0.0196)

WEST SOUTH CENTRAL | 0.5479 |  -0.0456* 0.5637
1 (0.0180)

MID-ATLANTIC 0.3439 | -0.0174 0.2969
(0.0119)

NEW ENGLAND 0.3184 -0.0060 0.0799

(0.0092) _

PACIFIC 0.5720 -0.0140" 0.0731

(0.0222) .

MOUNTAIN 0.5732 ~0.0610* 0.7785
(0.0146)

* significant at the 5% level.

FIGURE 43: ESTIMATED TRENDS IN LSMS, 1968-1974 SAMPLE PERIOD
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census regions based on the 1968-1974 observations. As before, the
standard error is located directly under the coefficient of T. The
sign of the coefficient of T is negative in all of the nine estimated
equations. But among the nine regions, the coefficient of T is sign-
ificant only in the Mountain and West South Central regions. More-
over, with the exception of the above two regions, the RZ values are
1ex£reme1y Tow.

Apart from the smallness of the sample, one other important factor
accounting for the negative sign of the T coefficient could be the
inclusion of the 1974 observation. [t should be noted that the

great contrac?iqg in both the convéntiona] hdusing'and mobf]e'héme
industries startg;} in 1974; Hénce, the computed LSMS would be ab- -
normally low. The trend lines were re-computed without the 1974
observatioﬁ and the results are shown in Figure 44. The omission of
the 1974 observation leads to a switch in the sign of the coefficient
of T from negative to positive in equations for the South Atlantic,
East South Central and the New England regions. Moreover, the only _
coefficient of T that remained significant is in the Mountain region's
equation. The R? value in all of these re-computed equations de-

clined considerably.

2.8.5 : Conélusions

The examination of seasonality in the distribution system determined that
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REGION CONSTANT TIME BE
SOUTH ATLANTIC 0.6453 0.0037 0.0057
5 (0.0243)
EAST NORTH CENTRAL 0.3708 -0.0017 0.0073
(0.0100)

WEST NORTH CENTRAL 0.4445. -0.0744) 0.1199
(0.0195)

EAST SOUTH CENTRAL 0.4656 0.0026 0.0041
- ' (0.0200)

- WEST SOUTH CENTRAL 0.5567 -0.0395 0.3858
v (0.0249)

MID-ATLANTIC 0.3446. -0.0168 0.7983
(0.0169)

NEW ENGLAND 0.3342 0.0058 0.1029
(0.0086)

PACIFIC 0.5915 0.0007 0.0000
| (0.0291)

MOUNTAIN 0.5425 - -0.0529* 0.6482
"~(0.0195)

* significant at the 5% Tevel.

FIGURE 44 ESTIMATED TRENDS IN LSMS, 1968-1973 SAMPLE PERIOD
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seasonal variations are more severe at the dealership Tevel than at
the production level. This probably means that the distribution
system has served the important function of shielding the production

system from direct exposure to seasonality on. the demand side.

Differences in seasonality among census regions were observed.
Because of the low value of varioys test statistics, it is concluded
that the relationship between c};matic conditiéns and seasonality is
rather tenuous. The question of whether seasonality has diminished '
over time was also examined. It was found that the inclusion of the
1974 observation producéd negative coeffjciénts in the time variable.

Nevertheless, with the exception of the Mountain State and West South

Central regions, no trend was observed in seasonality. When the
1974 observation was omitted, the sign of the coefficient of the
time variable tumed positive in three of the nine cases, and the

2

R™ value declined considerably. Thus,without the 1974 observation,

no trend was observed except in the Mountain region.
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3.

Overation -
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3.1 INTROBUCTION

In the following chapters,a number of factors which have bearing on

the operation and performance of the mobile home distribution system

N
r

will be discussed.

Assuming economic rationality, a dealer must consider two major

variables in determining his location: First is the present and

potential demand for mobile homes within the dealer's market radius.
The second variable is the present and potential degree of compe- ..
cition within the dealer's market radius, which is affected by the

relative rate of return on investable funds in the area.

There is a close connection between these twg variables. A high
rate of returq'in a mobile home dealership compared to alternate
'Migyg§tmgpt_qugrtunities implies a relatively high demand schedule
'fqr an jndivid@a] dealer in the region. This will in turn attract

new entries, thus Towering the individual firm's demand schedule

and increasing the dedqree of comnmetition ia the market.

On the supply side, the basic factors affecting a firm's decision are
its fixed and variable costs. Tthe cost of land rental and utilities,

plus whatever wages and salaries the dealer nays, are his major

e e ——— e e
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costs; Large differencés in this area probabTy do not exist hetween
mobile home dealerships and other businesses of the same size. In
other words, in a given locality, diffarencas in fixed and variable
costs may be determined by the size of the oneration, not by its
nature. However, mobile-home dealerships are affected by another
major factor, transport costs. The‘mobi1e home dealer must minimize
these costs from the produ;er as we]]tas to the consumer to maximize
pfofits. For profit maximfzétion, ﬁ%e price per unit charged by a'
dealer should cover his marginal coﬁt of production plus unit transpor
costs. A;wwaé seen in 2.1, this effectively limits the market radii

of dealerships to between two and three hundred mi]es.]]

Hence, the dealerships in a given Iocation operéte under conditions
of imperfect competition with other dea]eré who are within a given
distance from the market. These dealers then do not compete with
dealers beyond this radius. This has imolications for the pricer L
and the the nroduct policies of an individual dealer, as well as s

for the:micro-dYnamics of an individual firm. Eacih of these will

be discussad in turn.

i

i

;;\
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3.2 PRICE.POLICY

The basic issues concerning the pricing policies of an individual
firm are the methods of pricing used, and the price differentiation

@
kS

as a competitive tool.

3.2.1 Ana1ysis

Theoretically, a firm can set its prices either by equating its
marginal costs and marginal revenues, or by adding a markup to its
average costs. The former method, apart from theoretical neatness,
has the advantage of Teading to automatic profit maximization.
However, this form of pricing is ndt common practice due to various
practiéa] probTéms of cost allocation which would be magnifiad in
the case of mobile homes because of the product's relative bulkiness.
hough no firm data on the subject is available to PMHI on the
methods of pricing practiced by different firms, indirect evidence
indicates that firms in the distributionAsystem of the mobile home
industry set prices by adding a cost-markup to the F.0.B. prices of
the units. Prices set in this manner can approximate the profit maxi-
mizing position reached by marginal cost pricing. The dealer's fixed |
and variable costs plus conceptiom of a "fair return” would be the

basic factor in determining this mark-up.
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The next concern is the dealer's cutting into this margin to gain a
competitive edge. In other words, does price competition exist in

the mobile home distribution system?

At first glance, there is supportive evidence, indicated by the PMHI/DS,

that the markups varied great]y betWeen dealers. However, the ava1'lab'lei

C——

responses came from dealers whose market radii d1d not overlap,

Therefore .the differences may be taken to reflect the d1fferent

equ111br1a reached by d1stributors in different locations. As noted

in 3.1, in a given location, a situation of 1mperfect competition

prevails. If the number of dealers serving a giveﬁ market is

small, the situation approximates an oligopolistic fornat1on Because 1
the resources of any single firm are limited (see 2.2.1), 1arge__
chains play a relatively small part in the system. It is therefore
logical to assume that no single firm would be willing to take the

consequences of a price war. Hence, relatively little price competition.

between dealers in a given 1oca1ify exists. Most of the competition

would be with respect to cost minimization and services to the consumer.
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3.2.2 Emerging Trends

The pricing poﬁicies folloved by the distribution system of the
mobile home industry are determined by the competitive characteristics
of the firm's market as well as by the amount of_resources

available to a firm.

If a major change, such as a sudden increase in the dominance of
major chains, does not occur, then it can reasonably be expected

that the prevailing prﬁcfng policies will not change.
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- 3.3 PRODUCT POLICY

3.3:1 Analysis

Product policies can be &efined as all the measures taken by a
dealer which make the purchase of a mobile home desirable to the
consumer. These policies can be separated into two categories:
policies which pertain to the sale itsé]f-and, nolicies which define

the relationship between the dealer and the consumer after the sa]e.

o ——

In an imperfectly competitive market : where entrenreneurs se]] Only

slightly differentiated products with 11tt]e open price compet1t1on,

these po]1c1es are the main too]s of compet1t1on 30th 1nterna]

factors, such as the f1nanc1a1 pos1t1on of the firm in quest1on

and externa] factors, such as the degree of compet1t1on in the market

determine the nature and the extent of these policies.

Policies concerning the sale of the product range from advertising

T AT A e ————

and lot decoration to various methods of financing the sa]e.; Tae dealer’s

—

basic aim is twofold: getting the consumer to the Tot and making
the sale. Advertising in this system (as will be discussed in the
section on "Distribution") is geared more towards getting the consumer

to the lot rather than nublicizing specific brand names. The next
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' step, as will be discussed in the consumer financing section, is geared
_towarq making the purchase as painless as possible for the c@nsumef
by arranging credit terms. Policies defining the post-sale relation-
ship with the.consumer range from various long-term guarantees for
the consumer e.3., the dealer warranty supplementing the manufacturer's

warranty services, to the provision of a wide facet of services.

Competition due to product dfffereﬁtiation_in‘tétms of policy

di fferences seems to be %he major'way competitive pressures are!
exerted in the distribution system. Several factors determine
the extent of competition along these lines: first is the nature
of the firm's market. In a good markét,<with relatively high de-

miand for mobile homes, the comnetitive oressures on each individual

firm is less than in a weak market with the same number of firms.

In the latter case, the expenditures related to the above mentioned
items will play a relatively minor part in the firm's budget. How-
ever, if the number of firms in the market increase or if the demand
fa]]s; competitive pressures will probably increase to augment these
expenditures: Hence, a second factor influencing extent of product -
policy-related expenditures is the number of firms in the market. A
third factor is the size of the funds available for this purpose; this

variable is dependent on the size of the firm and whether or not it is

a nart of a major chain with a large amount of available resources.
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Since no data are nresently available to PMHI coﬁcerning the degree
of competition in the markets in which survey respondents operated,
analysis concerning the price and product volicies is another area

which demands further research.

3.3.2 Emerging Trends -

Since nroduct policies of mobile home dealers are a function of com-
netitive market pressures,'fhey will change as the deqree of competition
intensifies. As the number of firms in the system have increased (see

2.1), 1enerally, the product policies which are a main comoetitive_}odH_;

have gained increased attention. Dealers have integrated (diversified)
SR e
into consumer financing and have offered their own warranties and other

services. iowever, as has been emphasized repeatedly, the localized
nature of the distribution system plus its regional polarization make
specifié predictions impossible. Generally, this issue hinges on whether
the number of firms in the system will continue to increase or stabilize.

This question will be discussed in 3.4.
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3.4 DYMAMICS OF QUTLET AMD FIRM GROUTH

The dynamics of firm growth can be better understood bv considering

the following aspects: first, the change in the<average size of the

business unit over time; second, thé change in the: ownership relations.

within the industry, i.e., increase in horizontal integration
resultina from mergers or acquisitions; and, third, yearly entry

and exits to and from the-system, plus ﬁhé size of new entries.

Estimates concerming these points sha11vfbi1ow.

Size of the Firm

The size of the_averagé mobile home dealer has increased over time.

The eariier dgaiers wera a part of the automobile dealership
organization, and the splitting up process was probably simultaneous
with a rise both in mobile home sales and in the size of thes dealer-
ships. Due to the favorable market ccnditions in the late sixties

and early saventias, the number of dealerships in the market increased.
The size of the dealershins most 1ikely also increased during this

period, and naw entries were of a larger size than older outlets.
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Mergers and Acquisitions

As mentioned in 2.2, astimates elicited in ear]v 1974 by PMHI from
experts in the industry predicted that the degree of horizontal
1nteqrat1on in the system would increase. As a large chain
operation has more financial resources available than an 1nd1v1dua1
firm, this may imply that-the s1ze.of the f1rm wiTl also increase.
However, these observations are contradicted by the responses to
PMHI's 1975 Industry Interviews where the respondents were

evenly divided in stating that mergers gnd acquisitions can be
expected to remain constant or decrease. The discrepancy in the

two sets of responses can proba61y be accounted for by the worsening -
economic climate between early 1974 and early 1975. PMHI's estimate
is that, in the long run, horizontal integration in the system will

increase, but only slowly.

Entries and Terminations

ilo immediéte information concerning the characteristics (size, chain
membership, 2tc.) of new entries and exits to the system are available.

The following conclusions are based on the information given in Figure
29. For the years between 1970 and 1974, the total number of net epEers L

to the mobile home distribution system ranged from a high of 2,533 for

the period 1971/1972 to a low of 616 for 1373/74. However, in the period
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1973/74, the number of outlets selling both mobile homes and recreational
vehicles, which showed the largest number of new ehtries between 1971 and
1972, showed a net decrease in number. The tables also show that the

number of new entries declined dramatically after the high in 1971/1972.

These observations lead to the following hypotheses concerning the.reasons
for\eniry and exit patterns., First, a§fthe number_éf net entries is positive
the rates of return on a sectoral bas{; sti]1 show & favorable picture when
compared to alternatives. Second, the overall fall in the number of new
dealerships selling both mobile homes and recreational vehicles, after the
dramatic rise in 1971/72, may be due to the fact that joint outlets may be
becoming relatively unprofitable. This méy Bé due, first, to an increase

in various services required by recreational vehicles which can best be.- .
supp1ied by specialized outlets. Second, and probably more important,

this may be because of the decline of the demand for recreational vehicles

in the recent past.

Due to the probleh of excess capacity, plus the recessionary conditions in
1974, 1975 énd 1976, both the size and the number of new entries can be |
expected to stabilize at a relatively low level. After the traumatic
shake-out during the period 1974 through 1976, (PMHI estimates that the
number of outlets has declined about 40% between 1974 and early 1976), a
positive net entry figure on a national or regional basis can again be
expected as the economy recovers. The results of PMHI's 1975 Industry
Ihterviews strengthen these conclusions. All the respondents were unani-

mous in stating that the number of dealerships in this system is decreasing
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due to a fall in demand; around half of the respondents saw this fall
in demand to be transitory, and related it to the -overall performance

of the economy.
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4.

Performance
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This chapter, dealing with the economic performance of the
distribution system at large, centers on four issues: Spatial
Concentration, Capacity Uti]izafion, Efficiency, and Seasonality.
The social performance of the distribution~ system will be adfessed

in the next section, “D1str1but1on

Spatial Outlet Distribution

Comparisons of the indices of spatial distribution of outlets and
shipments developed in 2.2.2 can provide rough'indications of the
system's overall degree of responsivenéss“to consumer demand. At thei
present time, some discrepancy exists between the'distribution of oupj
lets and the distribution 6f markets, as measured by outlets per )
households per sduare mile and'by shipments per households per square
mile, respectively. This discrepancy, illustrated in the figures of

2.2.2, suggests that some 1neff1c1ency may exist within the overa]]

——— - F e T Tl e e Bt ettt St \

systen1 regard1ng sat1sfact1on of consumer needs That is in some

localities there seem to be fewer fifms than the market size warrants, ‘}
while other localities seem to be oversaturated. The distribution of
firms does not appear to conform exactly to the distribution of the

market. However, as was noted in 2.2.4, the spatial distribution of

‘the firms can be expected to improve over time.

Capacity Utilization

The results of the PMHI 1975 Industry Interviews indicate the excess

SN . )



Industrial Organization 147

capacity in the mobile home distribution system, even in season. This
conclusion is buttressed by references to Figures 14 and 15. Between

1971 and 1973, shfpments per outlet fell bsth on a national and regional
basis. If it is assumed that neﬁ entries did not differ appreciably in
size from old firms, then some degree.of excess capacity and resource
under utilization within the mobile homg distributiqn system seem to exist
and ma& have existed for some time. §pme ordinal indices of size and
performance support this hypothesis.,FThese iﬁdices;are from data of the
1972 Census of Retail Trades, published by the U.S. Department of Commerce
in 1974/75 (Figure 45). |

Efficiency

Figure 45 ranks 24 states in terms of average sales per employee,
average sales per'outlet and average number of employees per outlet.
(The data cover-only establishments with payroll which is 79% of all
establishments, on the average, with a high of 88% and a low of 68%.)
Sales per employee can be taken as a measure of the efficiency of the
outlet, with the qualification that a dealer with a relatively low
ratio of sales per employee may give much better services to the con-
sumer and hence may be more effective. The average sales per |
outlet and the average number of employees per outlet are both in-

dicators of an establishment's size.

A discrepency exists between the relative rankings of states in terms
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of average sales per outlet (S), and employees per outlet (E), as

summarized in Figure 486.

With few exﬁeptions, the Sr rank is smaller than the Er rank in the
top third of the states where sales per employee are the highest. 1In
otherjwords, in these states the empgasis is on increasing sales per-’
formance of the available labor forcé. When the available states are
ranked in terms of sales per employee, a wide discrepancy cuts across
all regional generalizations. There is a 61.6% difference between
sales ber employee of the tdp_r;nking anq that of the bottom ranking
State, while these two states are cTearT} siﬁi]ar in term§ of number
of employees per outlet. Some of-this difference resufts from

differences in average size of the outlet; whether all of the rest is i

due to differentials in services provided cannot yet be determined,

wo feasons may underlie performaﬁce differences as meésured by inter-
state differences in sales peé employee. rirst, i minimum optimal size
of the enterprise in the mobile home distribution system may exist. he
series of Figure 45 shows that in 2/3 of the sample (16 states), mobile
home dealers have between three to five emplovees per outlet. #o state
has less than three. The number of employees may thus be determined by
such facts as uokeep of the lot, administration, services, as well as
sales. It can be hypothesized that whatever the demand relations are, a
hobi]e nome dealership has a minimum of emnloyees. In other words, min-
imum size (number of emnloyees) is a function of the enternrise itself

as well as of tie market conditions. Even when market conditions differ
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NUMBER OF STATES -

SP = Er ﬂ 7 2
Sr> Er 11
Sr' < Er' 11
TOTAL o 24
WHERE: Sr = RANK OF STATES IN TERMS

OF SALES/OUTLET
E

r RANK OF STATE IN TERMS
OF EMPLOYEES/QUTLET

Source: Compiled from Figure 45

FIGURE 46:  INTERSTATE DIFFERENCES IN RANK BETWEEN AVERAGE SALES/OUTLET
{S) AND EMPLOYEES/GUTLET (5)
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markedly from state to stata, the minimun size of the outlet cannot eas-
ily be reduced below a certain limit. This leads to interstate differ-
entials in the sales efficency of the firms. If this hypothesis is ten-
atively accented, some degree of resource underutilization may be built
into the system, unless the labor force avai]ab]e is fully used to per-

form additional functions, i.e., servicing, <tc.

A second possible reason for this state in the industry is the possible
inefficiencies due to the existing deqree of competition in the market.
“he dealers are selling §jmi]ar products with‘only a minor amount of dif-
ferentiation along horizontal lines. ?unly minor differences exist be-
cween mobile home in the same price range. As the firms' affective_fadii
of operations is rather small, a new entry‘to the market pushes dowanthe‘
profit margins and creates excess capacity, :ithout driving out any firm.

This form of Qhamber]iniantimperfect competition probably does exist to a

degree in at least some regions, thus contributing to inefficiencies in

the overall performance.

Seasonality

seasonal variations are more severe at the dealership level than at the
production level. This means that the distribution system shields the
production system from direct exposure to seasonality on the demand side.
This is an extremely éignificant function for the distribution system

considering the adverse effects of seasonal fluctuations on profitability
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and capacity utilization of firms in the production system. With
regard to this indispensable sunport function for "the production
system, the mobile home distribution system's performance is out-

standing.
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C.
POTENTIALS OF THE DISTRIEUTfON SYSTEM
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1.

Potentials for Performance Improvement
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The areas in which the mobile home distribution system can imorove its
performance include the following: .

1. The spatial distribution of distribution outlets. On a geographic
basig, the present distribution diverges somewhat from the distri-
bution of the market.

2. The degree of capacity utilization. Certain evidence shows that

~ there is some excess capacity in the mobile Home dist}{sﬁg{;n~>ﬁ
system. - : “ ‘ - ~- -

3. The degree of seasonality. Seasonal fluctuations are harsh in

the distribution system and adversely affect firm performance.

Spatial Distribution S

The present spatial distribation of the distribution outlets is less than
optimal in.terms of resource allocation on the supply side, and consumer
satisfaction‘on the demand side. More accurate and detailed forecasts

(i.e.,ﬂcountbey-county, SMSA-by-SMSA, etc.) of tne effective demand for
the present and p;abablé future products distributed by the system might,

if widely disseminated, lead to an automatic correction of this problem.

Capacity Utilization

In Chapter B.4, the possible existence of excess capacity in the system

was mentioned. CEvidence showed a fall in sales per outlet while the
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number of outlets rose. Interstate differentials in sales per employee
also suggest ‘that excess capacity may exist on an absolute and a relative
interstate basis. In other words, excess canacity seems to exist in all
states whose sales per outlet are falling and whose number of outlets is
rising; however, interstate differentials also exist when the degree of
capacity utilization is measured by sales per emplovee. ‘this situation

is ﬁrob]ematic, mainly in, terms of‘§upp1y, since excess canacity indicates
some resource underutilization. F;om the cbnsume%'s standpoint, some
advantages may accrue since competition is based on quality, and service

may improve.

Seasoné]itz _ -

Seasonality has been found to be more severe at the dealersnip, than at
the nroduction level. Seasonality, undoubtedly, affects dealers' perfor-
mances:adversely. An attempt was made to explain seasonality by climatic
conditions, but this attempt failed. Thus, further research is needed to
identify the principal cause or causes of seasonality. This must be done
before recommendations can be made on the type of measures necessary to
reduce seasonal demand fluctuations. Heverthéless, there are possibili-
ties of at least alleviating the symptoms. From the detailed field inter-
views conducted with top management personnel from the industry in early
1975, it is clear that there are potential steps that dealers can under-
take immediately to alleviate seasonality. HMost frequently suggested are
aggressive (and at the same time more sophisticated) advertising and sales

efforts during the slack period.
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2.

Factors Conducive to and Factors
Resisting Change With Potential
for Improving Performance
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One factor which may lead to a change in the over-all structure of the
distribution system and an improvement in its performance is a change in

the industry's self-image. A recent issue of the Mobile-Modular Housing

Dealer states:

(In the minds of the public,) the mobile home is in a period
: of transition. The transition.fé from the.image of temporary

housing, to be used.only untii:other.abcomodétions are avail-

able, or affordable, to an image of permanent housing...

(This) will chart new courses for distribution.

Forward-Tooking dealers may have to become either land developers

. 12
or make business connections with a real estate developer... - -7 . -

Promising progress has been made. After decades of intra-industry po]itics,
the various dealer-supported state and.regiona1 associatons nave formally
joined forces with the MHMA -- at a time when the MHMA itself and the other
manufacturereaﬁd supplier-supported associations (TCA,SEMHI,etc.) decidgd
to merge into a single, national association: The Manufactured Housing
Institute (MHI). MNow (as of June, 1976) MHI seems well off the ground.

For tne first time in the mobile home industry's history, a unified,
national voice exists, representing suppliers, manufacturers, and dealers
alike. Already, MHI has proven that it understands what is probably the
industry's most serious problem -- to establish a more accurate public
image. Despite the negative impact of the recession on the funds avail-
able to MHI, it has recently cémnifted sizable resources and efforts to

major public relations compaigns directed toward this very problem. If
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successful, this change in the industry's self-image, aven if unaccompanied
by technological and other quality changes, cod]d open new markets for
the product and could substantially further the implementation of the

potentials mentioned.

Another factor which may aid the industry in activating latent potentials
is the Tevel and composition of the, demand for the product. Increases

in the effective demand,be affecténg the level o? sales, will have a
large beneficial impact in the three areas where notentials were ﬁoted.

A change in the composition of demand (e.g., by attracting consumers who
are in the market for nethousing but refg;e'to consider mobile housing

as a viable alternmative), apart from changing the structure of the system,

will most probably raise the overall level of effective demand.

Three factors will resist change in the mobile home distribution system:
First, are transnort costs which bear on the industrial organization of

the distribution system. These Qere discussed at some length in this section.
Unless a majof technological breakthrough in this area occurs, the present
degree of decentralization in the industry will continue, along with its

inherent problems.

A second factor restraining change may be a certain minimum size of a
dealership. Unless the level of demand is above a certain minimum, capacity
problems may be exnected. This is also related to the issue of the comneti-
tive structuring of local markets; unless the demand for the product rises
above a certain level, firms can operate at excess capacify though they

show positive profits. Although excess capacity exists, the existence of



e sl

Industrial Organization 169

net profits. in the system will impede the spatial restructuring of the

firms and will perpetuate the problems noted earlier.

The final factor which may impede progress is the present composition of
demand; the present mobile home "image" of an "inferior" good ( in strictly
economic terms) affects the present structure of the distribution system,

with respect to both the numbers ang the distribution of outlets.
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.
SUMMARY
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The objective of this section is the analysis of structure, operation

and performance of the mobile home distribution system.

Both the manufacturers' shipments tn mobile home dealers and the

number of dealers which constitute the mobile home distribution system
have risen dramatically since the 1atg 1960's. A highly decentralized
dealérship organization (13,513 dea]ers in 1974) has evolved for the dis-
tribution of the product.. Regionaf:differeﬁtia1sJin the numbers of out-
lets are substantial. The degree of decentralization in the present
system is a direct result of product characteristics as well as regional

di fferences in taste and income patterns.

At the present time, the system-shows a Tow degree of horizontal integra- -
tion; the number of chains is small and the best estimate of PMHI is that
these chains do not exert a great deal of control over the market. The
spatial distribution and concentration of the dealersinips is less than
optima}.

A relatively nign deqgree of vertical integration exists between the
dealers and the park svstem, while integration between dealers and manu-
facturers, as well as consumer financing operations, is small. Uhile
some memoers of the dealership population have diversified into tne sales

of recreational vehicles, the degree of diversification from the system

into other areas is relatively small.

The system as presently constituted seems to exhibit a constant return

to scale production function. Also, there is some evidence of the exis-
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tence of excess capacity.

As of 1974 the net entry rate into the system was still positive,
although there was some evidence that it was dec]ining. This trend will
probably continue into the early eighties, not least because of the

dramatic shake-'out that the system experienced in 1975 and 1976.

.
E

The basic areas where an.jmorovemeﬁt is feaéib1e are: subontimal
spatial distribution of the existing outlets, excess capacity, and
serious seasonal fluctuations. The origins of the first two problems
may lie in the existence of imperfectly competitive formations at

the Tocal level, where the individual firms operate.
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E.

© FOOTNOTES
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1. See Figure 1 in Appendix for a schematic representation of the

mobile home distribution system.

2. The directory of Mobile Home and Recreational Vehicle Dealers in

- the U.S. and Canada, published by the Automotive Credit Service.

Hereafter referred to as "ACS Directory."

3. These figures were obtained by multiplying the estimates of the
existing number of chains in that category (H,Mor L) by the
number of outlets and then summind'across Groups A, B, and C. For
example, the H estimate for Group A was: 2 chains with 200 out]g;s_
each, 12 chains with 100 outlets each, 30 chains with 50 outlets '
each, and 800 chains with 20 outlets each. Hence: 80 x 20 + 30.x
50 + 12 x 100+ 2 x 200 = 19,100.

4, “Kutomated Total Housing Systems.in the U.S., 1970, As Applied to
the State of Minnesota," by Chido, Lorimer and Assoc., Inc.,

Minneapolis, Minnesota.

6. Estimated by PMHI staff from: "Statistical Abstract of the U.S.,
1973," "The Mobile-Modular Housing Dealer Monthly Market Letters”

and The Directoryvof Mobile Home and Recreational Vehicle Dealers

in U.S. and Canada, published by ACS.
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8.

The number of observations on which these conclusions are based
is relatively small. The QUestion of their representativeness

is discussed in the Appendix.

The analysis is based on responses to the PMHI survey of mobile

home dealers.

10.

11.

This fact also implies that integration may prove to be more

profitable to large outlets.

As the information in this table wj11"be fully analyzed in 3.4
under Entries and Terminations, they will onTy be briefly
discussed here as an indicator of the importance of various

barriers to entry.

~This can be shown as follows:

0
]

Total profits

Q = Number of units sold
t

= Transport costs per mile per unit, from manufacturer to
dealer |

t2= Transport costs per mile per unit, from dealer to the market

v({Q) = Tofa] variable costs, these change with the quantity sold

F = Total fixed costs, these do not vary with the quantity sold

but remain constant as long as the firm's size does not

change

S = Market price per unit
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Hence, total profits are:
P= Sq -V(Q) - (ty +tp)Q - F
" The first order condition for.méximization gives:

dP =S -V(Q) - (ty +t,) =0
dqQ 2

S=VUQ) + (ty +t

-OY',

2)

Second order condition:

2 "
d°P = -v"(Q)< O . .
g2 - _ Q.E.D. T

Qo

This means that given the profit maximizing assumption, the

firm sets the market price to cover its vé?iab]e costs plus its
transport Casts. In the case of the mobile home industry, the
mérket'prﬁce is determined by the interaction of the sﬁpp]y
schedu]és and of the demand conditions of a number of imperfectly '
competitive firms, and is, by and large, beyond the control of any

one firm.

Hence, if we assume that individual firms are price takers, then
we can conclude that given the present technology of transporta=
tion and its costs, the market radius of any one individual firm

is limited. This in turn limits the firm's size.
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The preceeding sectjon, "Industrial Organization," explains the
business orgaﬁization of the mobile home distribdt&on system at
large. The next section, entitled "Distribution,” will present
a more detai1edzana1ysis of the function and operations of
dealers in the mobile home industry. By its very nature, such
a description necessitates a statistically oriented study of
the various factors that influence the economic performance

of mobile home dealerships. Imp]icft too, i§ the heed for at
least a qualitative examination of the social performance of
the distribqtion process. Hence, the data and information
compiled in this.sééi{sh ddhpriéé‘fhévr%;afégfg¥hé éombined |
quantitative and qualitative analysis of dealer operations,

their relationships with manufacturers, park developers and

operators, and finally, with the consumer.

The data bases that have been drawn upon constitute a varied

array of sources. Major information is based upon the aggregate
experience of PMHI participants recruited from the mobile home
industry along with other information aquired by PMHI staff mem-
bers from nationwide fieldwork. Several PMHI surveys also provided
a great deal of material. Specifically, the national PMHI

Dealer Survey became instrumental as a data base for dealership
operations. Published surveys, notably the Owens/Corning Surveys,
have been used in collaboration with PMHI data to provide addi-
tional information and to Tend another quantitative dimension to

the data aquired by the PMHI staff. PMHI's extensive collection
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of trade journals, along with other previously published articles
and studies generated by exaustive literature searches, provided

data that helped substantiate first hand material.
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«
A

THE PRESENT SITUATION AND EMERGING TREHDS
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Profile of Dealership QOperations
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1.1 BACKROUNDS OF DEALERSHIP OWNERS

Mébile'home dealership operations usﬁaT]y develobed out of one or
a few types of other businesses whése activities .were in some way
similar or related to those undertaken in the mobile home
industry. Chapter B.1.1.2 of the Industrial Organization section
has already mentioned the major backrounds of mobile home dealers
while presenting a general overview ofuthé origins of the mobile
home distribution function. For the purposes of this section, it
is necessary to discuss these backrounds fn greater detail.

The mobile home dealership entry rate parralled industry growth
patterns, particularly during the years 13968-1972. Figure 1
shows}the correlation between the number of companies started
within specific time periods and annual mobile home sales volumes.
While the companies of nearly two thirds of all dealer-respondents
began in the ten year period between 1963 and 1972, it can be

seen that the companies of most respondents (40%) were started
during a period of dramatic industrial growth between 1968 and 1972.
Thus, it is apparent that the.mobile home industry's market
expansion has induced a proportional acceleration in the entry

rate of new dea]ershipé which, in turn, has further stimulated
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growth in sales volume. The entry rate increase of the recent past,
however, led to increasing excess capacity within the distribution
system. This has contributed to the abnormally high frequency
of firm exits in 1974 and 1975.

Upon entering the dealership business, about one third of all
'fouﬁders had previously been engaggd in regreatiqna] vehicle or

" automobile dea]erships.k?The founders of 41.4% o% all PMHI/DS
responding companies had originally been involved in activities
of other subsectors of the mobile home industfy; 7.1% in
mobile home manufacturing, and 34.3% fn‘mobiie home park
development activities. 18.5%_haa been involved either in real
estate or land development prior to operating dealerships (Figure
2). As discussed in the Industrial Organization section, all
of these backrounds of dealer-respondents' founders represent

relevant preparation for mobile home distribution.

Simi]ér]y, most of the 7.2% of all dealer-respondents who stated
that their company founders had formerly been involved in various
“other" industrfes not specified on the PMHI/DS questionaire, listed
significant fields. Some of these areas of employment, such as
mobile home sales, mobile home servicing, mobile home supplies sales,
pre-bui]t housing sales, home building, and the sales of furni- '
ture and appliances, involve work directly related to the mobile

home industry at large. In general, it appears that the

largest portion of mobile home dealership owners had formerly been
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INDUSTRY BACKGROUNDS PERCENTAGES OF

DEALER-RESPONDENTS
Mobile Home Park Development/Operation ' 34.3
Automobile Dealerships ) 20.0
. Re;reationa] Vehicle Dealerships : 12.9
| Real Estate Sales # - ‘ _ 11.4
Mobile Home Manufaéfuring : | 7.1
Other Types of Land Development _ 7.1
Other Backgrounds (*) . 7.2

Mobile Home Salesman
Mobile Home Serviceman
Mobile Home Supplies Sales
Pre-built Housing Sales
Home: Building

Furniture Sales
Appliance Sales
Wholesale Lumber Sales
Paint Sales

Plumbing Contracting
Farm Equipment Sales
Electrical Engineering
Accounting, Purchasing,
Financial Management

* Teaching

* Grocery Store Qwnership

* Ok TR % Ok % * % o * % %

Source: PMHI/DS
FIGURE 2: BACKROUMD: FIELDS OF THE FOUNDERS OF DEALERSHIP COMPANIES
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involved in a business activity within the industry or closely

related to the industry.

Most of the 24% of the individuals who started mobile home dealer-
ships within the years 1938-1957 had formerly been involved (in
order of frequency) in mobile home park development/operations,
recreational vehicle dealerships, or automobile dealerships. Most
of the owners of the 16;5% dea]erships started w{thin the years
1958-1962 had formerly engaged in automobi Te dea]erShips or mobile
home park development/operations. The majority of owners of the
19.5% of the dealerships founded within the years 1963-1967 had
been mobile home manufacturers_or'had been engaged in park devel-
opment/operations. The greatest number by far of the 40.3% of
dealerships that were founded within the years 1968-1372 had
evolved from park development operations. The predominant in-
dustrial backrounds of other company founders within the years °
1968-1972 were in the areas of automobile dealerships or in types
of 1and development other than mobile home park development/oper-
ations. Thus, it appears that the predominant former éccupation
of indfvidua]s who foundedbdea1erships was mobile home park
development/operations. This does not necesgari1y indicate

a movement of individuals away from the park system into dis-
tribution. Rather, many of the dealership founders with park
backround establish small dealerships to comnlement the parks

that they presently operate.
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Responses seem to indicate that many modern dealerships are

started by relatively younger individuals who were not formerly-

engaged in operating a business of théir own. For example,
many present déélers were once employed by other dealers in
some position, usually a-sa1esman. -A few dealer-respondents
to the PMHI/DS specifically stated that their founders had been
college étudents before entering intp the deaTership business.
Most of the individuals whose initial business venture was in
the form of a mobile home dealership began thesé onerations
within the years 1968-1972. These findjngﬁ_CTear1y indicate
the opportunities afforded to, and the willingness on the part
of, many new owners of mobile ho&e dealerships to begin com-
panies without having gained prior experience from owning a

business in a related field.

AT P-4
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1.2 LEGAL FORM OF BUSINESS ENTERPRISE

The. type of company or legal form ofmbusiness enferprise that is

formed by the owners of yobiXe hoﬁg dea1ér§hips is dependent upon a
particular dealership's amount of capital requirements, and upon

the intended business volume of the operation. In the past, typical
mobile home dealerships were usually small "ma and pa" family owned
operations. Today however, sma11.dea]éréhﬁps that sell only a few
mobile homes per year and that‘have’access to only limited working = .

capital, are usually not profitable enough for owners to maintain

Working capital for most dealerships is obtained by the sale of
securities to a few individuals as opposed to the public at large.

of a]]iPMHI/QS:respondents, only one was publicly traded. The majority
(69%) of'fhe companies were incorporated but privately held. However, »
a significant 26% of the respondents managed dealership companies

which were not incorporated. Thus, although many companies have been

incorporated; almost all have remained privately held.

O0f the dealerships started within the years 1933-1362, 27% are
A incorporated but privately held, while 10% are not incorporated.
0f all dealerships that began within the years 1963-1972, 37%

of

are incorporated but privately held and 19% are not incorporated.
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More companies in this latter time period are probably not yet fncorporated
because it ofteh_takes a few years before companies_can decide, or

have the means, to incorporate. The PMHI data indicates that a trend

hés developed in recent years in which more owners will be operatina

dealerships that are incorporated althouah remaining privately held.

Information.from a PMHI crosstabulation represented in Fiqure 3 indicates
thatrdealerships which are nof incorpoﬁgted are-moré 1ikely to be
involved in both park operati;n and pafk development activities. This
most probably reflects the many small dealerships gstab1ished by park-
developers/operators primarily to sell units to be Tocated in their own
parks. These moves, although usually on a ﬁinor sca1e, represent
up-stream integration by park deve1eper§ or operators. Down-stream
integration by dealers into park development/operations, requiring
extensive resources, is more likely to be undertaken by larger,
incorporated companies. The data in Figure 3 supports this hypothesis

as not one of the unincorporated companies, with 1ittle working canital,
plans to eﬁter park'deve1opment/operations while some incorporated

dea1ership§-dd plan to integrate into this field.

It is expected that as dealer operations become more sophisticaped,

the distribution of mobile homes will be largely dominated by privately
held, incorporated dealership companies. A slow evolvement of more
publicly held firms is also anticipated. In either case, expansion of
dealership firms and integration into phases of the production and

delivery process will typically involve incorporated dealership compnanies.



Distribution

185

LEGAL FORM
_OF OWNERSHIP

UNINCORPORATED

INCORPORATED BUT
PRIVATELY HELD

URTNCOPORATED

[HCORPORATED BUT
PRIVATELY HELD

_PERCENTAGES.OF DEALER-RESPONDENTS
ﬁé@ éﬁ/.iuﬁggm ' Row TN TG EATER
———FARK OPERATTOR———

14.3 85.7 0
37.8 54.1 8.1.
— ——PARK DEVELOPFENT——

50.0 50.0 0
55.6 27.8 16.7

Source:

rIGURE 3:

Crosstabulation from PMHI/DS

CREAKDQWH{ OF DEALERSHIP COMPANMIES INVOLVED IN PARK OPERATIOHN

AND PARK DEVELOPMENT ACCORDIMIG TO LEGAL FORM QF COMPAIY

OWHERSHIP
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1.3 MULTI-LOT CHAIWS

The desire on the part of dealers to cover more than one market
érea, as well as the expanded sa1e§ output of mobile home dealer-
ships during the 1960's and the 1§70's,has led to the formation

of mu1ti-1ot‘chain operations. These include a number of sales

lots in several states owned and operated by one dealership com-
pany. |

The number of sales lTots managed by a parficu]ar company for four
yéafs--1963, 1967, 1972, and 1974 (projected)--are shown in Figure

4, It appears that the marketing purposes of the majority of dealer-
respondents are accommplishad by the management of one sales lot.
Howevér, twos1bt operations seem to be emerging as a trend as well as
possisiy-indicating the optimal number of sales lots that dealerships

prefer to own and operate.

Problems related to financial conside?ations were cited by nearly
two thirds of the manufacturers interviewed in 1975 as being the
major factor retarding the future development of dealership chain

operations. Uther problems were attributed to a lack of well quali-
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PERCEWTAGES OF DEALER~RESPONDENTS
“WURBERS 1963, 1967 © 1972 1974 (estimate)
1 g1l 2.8 70.7 59.4
2 6.4 13.6 13.8 . 21.6
3 12.5 4.6 6.2 8.1
4 0.0 0.0 - --3.1 2.7
5 0.0 .9.0 6.2 8.1
(or more)

Source:  PMHI/DS

FIGURE 4: NUMBER OF LOTS PER DEALERSHIP IN YEARS 1963, 1967,
1972, AND 1974 (estimate).
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fied personnel and a lack of sophistication in the management

of many lots spread out over a'1arge area.

As previously stated in Chapter B.2.2.4 of the Industrial Organiza-
tion section, the manufacturers questioned in both the 1973 and the
1975 PMHI Industry Interviews expressed varying opinions concerning
the emergence of multi-lot chainsﬁ? In 1973, respondents unanimously
agreed that within the following five years, botﬁ national and regional
chains will exist and will play a majof role in thé distribution
system. According to the 1975 replies, half of the manufacturers
believed that the numberﬁéf deaTershih_ch@iné was decreasing although
one fourth stated that the numper.was remaining constant. However,
it is almost certain that these differences of opinion resulted in i
the discouraging. changes in economic conditions between the years
both groups of manufacturers were questioned. PMHI concludes that

in the long run a trend will emerge in which many dealerships will

gradually expand their operations into large interstate chains.
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1.4 LOT: ORGANIZATION

‘Before deciding on the 19cation for a mobile hqme sales lot,
company managers exam1ng_factors §21ated'tb the overall market
demand for mobile homes in the area considered for operating

a dealership. It is important to investigate the qeneral en-
vironment; determining the number of qther mobile home dealer-
ships in the vicinity, the avai]abi]ify of park space, zoning

laws pertaining to the site location of mobtile homes, taxation

methods, and the financial terms offered‘by lenders in the area.

The prime location for_a mobile home sales lot is an area
bordering a main thoroughfare th;t prospective customers will
find éccessipfe and recognizable. Mobile home sales lots are
often.1oéated on "trailer rows" that house several dealershins
and that afford consumers the opportunity to compare the price
and quality of several product lines. It is-particularly ad-
vantageous for new dealerships to be located near the lots of
well-established dealerships with whom the public has become
familiar. Some Tots are located next to mobile home parks or
in sales malls that are designed to recreate a mobile home park

atmosphere.
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The 1mporténce of the accessibility of a parti;u]ar Tot along
with its exposure is pointed oﬁt in the responsés to a question
asked by the ]975 Owens/Corning survey. According to this study,
51% of all mobile home owner-respondents revealed that thev had
just learned about the dealer from whom they purchased their
home by "driving around'. 27% of the -respondents hac heard
‘aboﬁt their dealer from a friend ar relative.

Several techniques are beiné emploved to attract potential
buyers to sales lots. An_important feature of any lot set-up
is the company sign. A sign that is we11s11§hted and tall
enough to be visable from both_difections on a hfghway adjacent
to the lot alerts the attention of customers. Other visual
technidues and "gimmicks" are employed to attract buvers. For
instance, some dealers stack trailers or other small mobile
units on top of each other and utilize the bottom unit for an

office.

The physical layout and design of most mobile home lots do nét
vary significantly from lot to Tot. Mobile home lots have one
to several buildings (often, in the case of small operations,
actual mobile units). The most important building is the office
in which the final sales transactions are conducted. Other
structures are often constructed to store various materials such
as parts and supplies; decorator kits, accessories, or cleaning

equipment. Larger companies often have housina for servicinn
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and maintainence. Due to the high costs of providing covered
exhibition space, almost all dealers set up moﬁiie homes for

display and sales on gravel or macadam surfaces outside.

Mindful of consumer choice and preferences, dealers usually
display many models on their individual sales lots. As can be
seen in.Fiqure 5, from less than 1g to over 60 mohile home units
are displayed on an individual TOti In 19}4, thé averaae num-
ber of units shown on one 1ot was apporoximately 14, In comparison
with 1969 findings (19 units per Tot), it is e?ident that

dealers are generally diéﬁ1ay1ng less uni@s.' Dealers find it
advantageous to present units in a manner that is both attractive
and affords potential customer; max imum iQSP?CtiQQ_?b111tY-

Most display mobile homes complete with interior furnishings and
accessories such as dishwashers and garbage disposals. Many
dealers show at least one model in a landscaped setting with
add-on features such as awnings to present a more convincing
appearance of what a mobile product will look like once set upon
a park site. Lot space 1imitations and set-up costs of certain
models prevent many dealers from adequately disp1ayiég 1argér
units such as doublewides or expandables. Used mohile homes are
usually arranqed on a special area set aside from the disnlay

location on the lot.

Other factors related to sales lot organization are similar for

all dealershipsy Generally, dealers do not post prices on the
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NUMBER OF HEM HOMES PERCENTAGES OF
DIPLAYED AT ONE ALL DEALER-
LOT LOCATION i ’ RESPONDENTS

1969 . 1974
10 OR LESS L3 40
11-20 = 38 40

-21-30 17 11
31-40 10 6
41-50 1 - 1
51-60 3 --
MEAH | 18.7  13.8

Source: The Owens/Corning Fiberglas, inc., A Research

Study: Focus on the Mobile Home Market (1970, 1975)

FIGURE 5: 7HE HUMBER OF NEW MOBILE HOMES DISPLAYED AT
ONE LOT LOCATIOH
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mobile homes displayed on their lots. Many dealerships are
kept open seQen days a week. In fact, severa]-dea1erships find
that Sundays are their best selling days. Where state and
local laws prohibit commercial operations to be open on Sundays,

dealers feel that their sales volume is greatly reduced.

Market risks related to physical deterioration and destruction
of units affect all mobile home déa]erships. Siﬁce units are
stored outside, dealers often experience potentia1‘sa1es losses
from units that develon a weathered appearance. The open
nature of sales lots 1e$vés them prone tqvvéndaTism and theft,

even while usually fenced in apd'provided with automatic Tighting.

=~

Because of the large number of consumers who end up purchasing.a
mobile home by "driving around", the location and the appearance
of a sales lot is an essential marketing tool for the distribution
system in the industry. Those dealers who maintain an attractive,
high]& visable, as well as organized lot find that this alone
provides the consumer with much non-verbal information about

the dealership and the mobile homes for sale.
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1.5 DEALERSHIP PERSOMNEL

Mobile home dealerships may be operated by only one or two
individuals, or may be staffed with a number of employees. In the
first case, the owner of,the dealership, who is also known as the

"dealer" or "operator", usually sérves as both sales manager-and

lot salesman, performing various job duties simultaneously.

Large dealership operations, particﬁ]ar]y those invelved in multi-
lot operation, are typically staffed QitHhsevera1 persons, each
performing specialized functions. The owners of these dealerships - i
often double as salesmen also. A sales ﬁanager directs the staff '
of sales representatives and trains new salesmen as well as acting

as a salesman himself. Sales managers and representatives usually
have the responsibility of developing leads on potential buvers and
conducting fﬁi]ow-up communications with consumers who have expressed
an interest in mobile home ownership. In addition, the sales
representatives often accompany the owner/sales manager on trips

to view and select new product models displaved at mobile home

shows sponsored by the various industry associations.

There are a number of ways in which a mobile home salesman may
receive compensation. Most work on a straight cormission basis,
while a small number of dealerships allow their salesmen to receive

an advance on pay in anticipation of commissions to be received.
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Others pay their salesmen on straight salary basis, or combine a
salary with commission. Usually, owners offer ponuses, trios,
incentive programs and awards fo encourage qood salesmanship. In
fact, one company offers a bonus to the salesman who sells the

oldest, and/or least attractive unit on the Tot.

Knawledge of mobile home technology,- as well as developed sales

'skf11s are of primary im&ortance fn determjning abi]ity to maximize
sales. Of course, it is‘éssentiaT.for a sa]esman'to strive for

profif. The Senior-Vice President and General Sales Manager for a
large mobile home company stated it aptly: "Wé evaluate the

individual manager's attitude and performanée. After all, it's

the human factor at the sales Joﬁation that makeé it happen. _
It's the Tot manager's personal attitude, his personal deterwn’natior;,‘~
his appearance, and his methods of doing business that really is

the key. You have to have the right person, you have to have a man

that's interested in making monev--a man that takes pride in his work."

Several deafer-respondents to the PMHI/DS supplied comments that
substantiate this opinion concerning the knowledge, methods,
determination, and attitude of a salesman. Examples of specific
problems relating to inadequate merchandising stemmed from situations
in which salesmen often were unaware of potential financing techniques,
were not in close enough contact with customers, did not work hard
enough at selling a mobile home product, or utilized the wrong

selling approach with a prospective buyer.
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Large - dealerships often hire a person to serve as a home installation
and consumer.service manager. This person is in charge of delivering
a mobile unitzto a customer's park site or individual 1ot location,
and placing the unit on the site, ready for hook-up to utilities.

He installs accessories including awnings, skirting, carpets, or

steps, that have been purchased with-the mobile home. To insure
proper functioning of the unit once it is established on a site,
the consumer service manager is also in charge of handling various

service calls for the owners of units purchased froh’the dealership.

Another inportant employee of many large.dealership operatibns

is the advertising and marketing manager or the bub]ic relations

o

manager. This person is responsible for collecting statistical

data concerning information affecting the level of sales of the dealership.

Considered is the overall growth of the industry, the number and types
of housing starts, nopulation trends in the area, the formation

of families and households by sex, age, and occupation, and the extent
of moﬁi]e home park developments. This employee also decides upon

the company's public relations activities. Further discussion of

marketing is found in chapter 5.

Dealership companies also employ people skilled in a variety

of duties. They include "set crews" who place the mobile homes
on buyers' sites and "after set crews" who exclusively perform
post-sale service work and repairs. Also hired are individuals

to serve as warehouse managers, furniture men, maintenance workers,
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decorators, tow truck operators, and employees for parts and

accessories.stores.

As in most oréanized businesses, the office administration of
larger mobile home dealerships is comprised of a few or several
peop]e, depending on the size of themcompany. Accountants are ;
in éharge of the payroll, accountsgreceivap]e,‘aqcounts payable,
insurance, tax reports,vénd finanéial statements: An employee serving
as a purchasing agent orders the units and buys all necessary

supplies. An office personnel manager is responsible for hiring,

training, and supervising office employees.
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2.

Dealer-Manufacturer Relations
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2.1 . DEALERSHIP REPRESENTATION OF MANUFACTURERS

In order to expose conéuqers to a bfaad range qf'unit types

and prices, most mobi]e-pome dea]éis repfesent a;number of
manufacturers. It is commonly held amongst most dealers

that maximizing the arra} of brand names, sizes, prices, and

floor plans on the sales lots will insure consumer choice and there-

fore, increase profits.

The number of manufacturers represented by dealerships as
recorded by the PMHI/DS and the Qwens/Corning Survey are shown
in Fiqure 6. wealers have come to regard it necessary that
theirAdea1erships should represent 3 or more manufacturers.
A]tho@gh a1omdst half of the dealer-respondents represented
Jord manufacturers, 41% represented over 5 manufacturers.

It is worth noting that large dealerships are more inclined

to represent numerous manufacturers than are-small dealerships
for reasons;sfﬁted below in addition to the simple fact that
they possess more 1ot space on which a greater diversity of

models can be displayed.

Reasons given by dea1ér-respondents to the PMHI/DS as to why they

plan to either increase, decrease, or keep the number of manufacturers
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represented constant provides insight into both the advantages and

disadvantages of each strategy;

About 10% of the dealer-respondents stated that they intended to
expand representation beyond the average level of 4 or 5 man-
ufacturers. Reasons for this increase stemmed from the desire

to brovide customers with a greatgf selection df.mobi]e homes.

This strategy is also séﬁewhat exﬁerinenta]: deé]ers wish to
discover which models or brands tend tb have the greatest con-
sumer accentance. A]so,‘products not obtainable from their

present manufacturer couid be offeredithrouéh expansion. Mention
was made of the fact that grea;er’representation'tended to decrease

the 1ikelihood of brand naneVTOyaIty.

21% of the dea]er-respondent§ planned to decrease the number
of manufacturers for many reasons. This group expressed an
intention to stay only with the best lines, to reduce consumér
confuéion and to concentrate upon volume purchases from a few
companies. Consolidation in regard to buying volume discounts
was also considered. These dealers felt that working with
only a small number of manufacturers e]imina%ed duplication

of supplies in their inventories. Finally, the opinion was
expressed that it is better to represent fewer manufacturers
because the locations of some producers' nlants are too distant
from dealers' lots, encumbering the dealer's ability to obtain

fast delivery of service and parts.
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The majority (57.7%) of the dealer-respondents who wished to
remain with fheir present arrangement concerniﬁg‘representation
had an average of 4.7 manufacturers' names on their sales lots.
Reasons given-for contentment with this number were that they
were able to maintain a variety in price, size, and floor plans.
These dealers added that while they did not intend to change the
number involved they were nonetheless always on the "lookout"

for new manufacturers.
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2.2 FRAHCHISE AGREEMENTS WITH MANUFACTURERS

Franchise agreements enaq1e mobile héme manufaqthrers to delegate
exclusive rights to 1nd1yidua1 dea{ers to market ;the mobile homes

of that manufacturer in a particu]ar area or within a given radius

of the dealers' lots. According to Figure 7, the majority of PMHI/DS
respondents (56.5%) stated that they did not. have any franchise
agreements with manufacturers. Howevé};“é'significant number of
dealers (43%) did utilize frandhise§ and there has been a trend in =
more recent years'towards increased dea1e} willingness to‘enter into

franchise agreements with manufacturers.

Concerning cases 1in which franchise agreements are contracted between
manuf%;turers and dealers, the manufacturer provides the contract.
Usua]]y,.if not cancelled by either party within a period of thirty

days after it is mutually agreed upon and signed, a franchise agreement
becomes effective for a period of one year. -The Dealer Relations

Commi ttee of the MHMA has devised a 26-point model "Standard Franchise"
code in order to designate the features necessary for a workable contract

in manufacturer-dealer agreements.

It should be noted that dealers'with franchise agreements do not
necessarily refrain from representing other manufacturers on a

non-franchise basis. Figqure 8 indicates that franchise sales may
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NUMBER OF " PERCENTAGES OF

MANUFACTURERS DEALER-RESPONDENTS
0 56.5
1-3 0 20.3 -
4-6 15.9
7-9 1.4
10-12 5.7

MEAN: 2

Source: PMHI/DS

FIGURE 7: NUMBER QOF MAHUFACTURERS WITH WHOM DEALER-

RESPQOIIDENTS HAVE FRANCHISE AGREEMENTS
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NUMBERS OF ALL DEALER- " PERCENTAGES OF TOTAL
RESPONDENTS HAVING SALES REPRESEWTED BY
FRANCHISE AGREEMENTS FRANCHISE SALES
l 17 100
3 90-99
N 80-89
2 £ 70-79
0 i 60-69
1 50-59
1 40-49
0 30-39
3 . 20-29
1 ~10-19
4 : 1-9
MEAN: 38.5

Source: PMHI /DS
FIGURE 8: PERCENT OF TOTAL SALES REPRESENTED BY FRANCHISE SALES

BY THOSE DEALERS HAVING FRANCHISE AGREEMENTS
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represent less than one half of a dealership's total sales.

Although most.manufacturers produce several brand name products,

many dealers %eel that they can obtain a greater product line
differentiation by not limiting the selection of manufacturers
represented on their lots. In order.to serve a diverse community,
these dealers desire to be the midglemenqutweeh a number of man-
ufacturers and the u]tihéte consumérs. This des{re is intended

to extend the potential markets to whiéh they have access. Therefore,

they do not engage in franchise agreements.

Manufacturers questioned for the PMHI 1973 interviews made. comments

o

to the effect that the industry's use of franchise agreements as a
marketing tool is.sonewhat premature. The presence of so many
manufacturers in the industry makes it difficult for any one manufacturer
to interest dealerships to market only the manufacturer's products.

The utility of franchise agreements to dealers is not great, particularly
in 1ight of the fact that brand name identity is not yet strong -
in the mobile home market. Manufacturers cannot compel dealers to

engage in exclusive franchise agreements. Since so many manufacturers
are competing for good dealers, dealers do n&t have to bow to those

@anufacturers who would 1ike them to enter into franchise contracts.

Despite the aforementioned difficulties related to securing
franchise agreements with dealers, many manufacturers have,
over the years, indicated to PMHI that they are attempting to

enter into franchise agreements on a more frequent basis. Again,
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this intention was suggested in response to a question asked

in the 1975 bMHI Industry Interviews concerniné what changes
manufacturers.would 1ike to see occuring in the mobile home
distribution system. HNearly one third of all manufacturers f
questioned mentioned that they would 1ikg to see contractual
agreemgﬁfs such as frénchises existing with dealers. A few
'resbonded that they favored the fqrmation of eXc]usive dea]ersﬁips
while others focused on‘ihe imporfance of the ovéra]] need to
secure closer and more formal dealer-ménufacturer ré1ationships.
Thus, it appears that some manufacturers may consider the
contracting of franchise.égreements not on]y‘as a way to assure

the marketing of their mobile home products by a'competent dealer

.

in a particular area, but also as a means by which to secure

closer relations with their dea]ers.

Presently, franchise agreements are increasingly becoming a

topic of interest within governmental regulatory agencies as well
as wifhin the mobile home industry itself. The overall relationship —'
of manufacturers and dealers lacks structure and Communication.
Problems.and pofential areas of imbrovement are discussed in the

following chapter.
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2.3 DEALER-MANUFACTURER RELATIONS: GENERAL OBSERVATIONS %

Although some small mobf1g home manu%écturing cohpanies sell their
products, usually in theFform of q&;tom OFdérs, directly to
consumers, the majority utilize independent dealers to distribute
the units produced in their factories. The structural as well

as dynamic relationship between the manufacturer and dealer of
mobile homes can bear a significant imﬁatf'on the organization

and efficiency of the distribution process.

A small portion of mobile home manufacturing companies control

the distribution of their products by managing their own dealer-
ships. tiowever, 84.8% of the respondents to the PMHI Manufacturing
Surveygindicq;ed that neither their company nor any subsidiary

of their ﬁarent'company owned dealerships. Most of the
manufacturers responding to the PMHI 1975 Industry In-

terviews stated that they did not foresee any-increased integra-

- tion of manufacturers into mobile home distribution.

In general, manufacturers seem content with marketing their mobile
home products through independent dealers. 0One reason for man-

ufacturers not extendihg their activities to include distribution
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is that they are satisfied with producer-dea]er_]jasons as they
presently ex{st in terms of maihtaining seperate entities to
handle the different aspects of mobile home manufacturing and
distribution activities. Another reason for manufacturers'
Hésitationfto expand into the area of mobile home dealerships
is that.qu%te a few have tried but failed to do so profitably.
in addition, many manufacturers consider integration into
dealership operations aslh conf]icf of interests 6r they fear

possible retaliatory boycotts by other dealers.

Very few dealers are engaged in mobile -home ﬁroduction activ-
ities. Only 6% of the respondegts'to the PMHI/DS-indicated
that their company or a subsidiary of their parent company was
involved in manufacturing. No dealers indicated an intention
to extend their future business to include production. Most
delaers appear satisfied with operating their businesses sep-
arate from manufacturer control or ownership. Due to the large
amount;of cap%ta] demanded for investment, they are less in-
clined to integrate production and distribution operations

than are manufacturers.

The Tow degree of integration between manufacturers and dealers,
while potentially enhancing the competitive nature of distribution,
- indicates a need for viably structured business relationships. This

is a challenge that has yet to be fully met by many manufacturers

and dealers.
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In recent years, manufacturers increasingly have adopted more
rigorous scréening and evaluation schemes ﬁn seﬁécting dealers.
They consider the most important requirement in the selection
process to bezan individual dealer's possession. of the working
capital and credit neceésary to purchase the product from the
maanacturer; Many manufacturers observe the dealer's credit
repdrts‘or information compiled byﬁ§a1es_representatiues that
concern the Tot(s) of the prospectéve dealer. So%e only select
dealers who are willing or able to immediately request a minimum
order for a certain number of units. An increésing amount of
mature manufacturers se]ééf dealers on;thg_bésis of a proven
trade record in mobile home distribution or in another business.
Three factors, however, often compromise the rigor of the dealer
evaluation and se1ction proéess. First, the large number of
dealerships which any ane manufacturer employs puts é.ﬁractica1
Timit on the amount of attention that can be economically
devoted to the examination of an individual dealer. Manufacturers
responding to the PMHI Manufacturer Survey lent some insight
into the complexity of manufacturer-dealer relations. Some
manufacturers utilize more than 1,000 non-combany owned outlets,
necessitating a complex network of communications for distri-
bution (Figure 9).-— wWhile some commented that the companies keep
~ close rein on the dealers distributing their mobile homes, at

least one manufacturer was clearly uncertain of the number of

dealerships representing his company.
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NUMBER OF NOM-COMPANY

PERCENHT QF

OWNED OUTLETS USED MANUFACTURERS
6-99 49.2
101-199 9.3
200-299 - 9.2:
300-399 3.1
400-499 4.6
500-599 3.1
600-699 7.7
700-799 i 3.0
800-899 0.0
900-999 1.5
1000 and over 9.2

MEAN: 405

Sourca:

FIGURE 9:

PMHI/MS

RANGES OF NUMBERS QF NQN-COMPANY OWNED QUTLETS

USED BY MANUFACTURERS
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Second, the dramatic growth of many producers in the late '60's
and early '70's as well as the more recent cut-%hroat competition
induced by the-recessiong has often tempted manufacturers to
overlook a weak or discredited dealer if a potential sale was

at stake.

Third, &ea1ers generally exhibit 1i;t1e loyalty toward manufac-
turers. ilith short or nd‘advancedﬁnotice, many déalerships can
terminate a business relationship unilaterally. This factor
alone forces manufacturers to continually seek'ﬁew dealers--a
fluctuating need not condﬁéive to the qargfuT structuring of a

sound business relation.

Another problem arises from an often vaguely defined contract
between both parties. For example, aside from franchise agree-
ments, many manufacturers establish agreemehts with one or a
few dealers to delineate certain marketing areas in which sales
will not be made between the manufacturer and other dea1efs.
These agreements, however, are usually oral and do not provide
a concrete business planning base for neither manufacturer nor-

dealer. inﬁgenera], the typical lack of the existence of formal
agreements of responsibility between both parties often causes
difficulties that may become manifested in manufacturers' delays

~in delivery or failure to perform servicing.

Finally, the day-to-day routine relations often cannot be considered

sound business practice. t‘hile some manufacturers seek to establish
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improved relations through direct mail programs, nersonal calls
by sales representatives, and trade advertising;'other manu-
facturers may avoid contact with dealers. Once making the initial
contact with azdealer, quite a few manufacturers carry through
with the actual se]ling.of the units only by use of the telephone.
It appears that by not sending road men out to visit dealerships
perfodiéa]]y, some manufacturers cap avoid befng pressured
"face-to-face" to attend to diffic&]ties which 1a%er may develop

into major problems.

Maintaining a separation-df the economic ppntro] of production
and distribution within the mobile home industry provides a
competitive and efficient marke%ing process. However, while
some business relationships between manufacturers and dealers
are workable and profitable, others become problematic due, for
the most part, to scarce communication betweeﬁ the two parties.
Industry trade journals have initiated the process of solving
particd]ar differences by alerting both manufacturer and dealer
to difficulties and complaints common to all. Manufacturers hope
to offer further assistance to dealers with respect to training
programs énd advising dealers on business proB]ems along with
offering more informative literature concerning manufacturer
operations and marketing programs. The most needed element is
greater communication and cooperation to enable manufacturer-
dealer relationships to function as workably and profitably as

they already do for many companies engaged in production and the
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distribution of various products. In summary,it is PMHI's
assessment that improvement of this relationship can substan-
tially increase the efficiency and effectiveness of dealers'’

and manufacturers' operations.
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3.

Sales of Mobile Homes
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3.1 ANNUAL _VOLUME

ThefPMHI/DS found that th total annaal sales yo1unes of mobile
home dealerships vary wiQE1y. Theftota1 sa1es for dealer-
respondents in 1972 ranged from $16,000 to $5,811,000.for a
high-low ratio of 363:1. This tremendous range in the volume of
annual sales is due to the fact that many of these dealerships
are multi-lot operations in comparisoﬁawffh small, one lot
businesses. It can be seen 1n‘Figufe 10 that the majority of
dealership operations had a total annual eales volume of between
one-nalf million and two million dollars in 1972. Very few
exceeded a total sales volume of two million dollars. PMHI
determined that for the year 1972, the average sales volume

per dea1ershijwas approximately $895,000 and the average annual

sales volume per Tot was aporoximately $450,000.

Figure 11 shows the average total sales volumes per dealership
accrued from all of the sales lots operated by respondents to
the PMHI/DS for the years 1963, 1967, and 1972, as well as the
projected volume for 1974. Of all categories of units. listed,
singlewide and expandeb]e units represented by far the greatest
share of the total sales volume. Double and triple wide.units

provided the second largest source of income. Sales of these
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ANHUAL PERCENTAGE OF
SALES VOLUME DEALER-RESPONDENTS.
(dollars) :

0-200,000 208
200, 00-500,000 . 20.8
500,000-1,000,000 26.4
1,000,000-2,000,000 26.4
Over 2,000,000 5.7
MEAN SALES VOLUME: $895,000

Source: PMHI/DS

FIGURE 10: ANNUAL SALES VOLUME OF DEALERSHIP OPERATIONS
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units in the years 1963 and 1967 were comparatively low due

to Tow demana and production at that time. Thé sales volume for
double and triple wides during these two years, if compared with
1972, gives an ihdication of the rapid increase in the marketability

of these units in the early 70's. ~

Ovefa11 sales of used mobile homesfranked third as a major
source-of income. The f?gures fof the average vé]ume of sales

of used units in 1963, 1967, and 1972 fndicate_]ess variation in
comparison with the figures for sales of new units in these years.
The estimated increase o%.cver 100% for the sale of used mobile
homes in 1974 indicates dealers' éxpectations of a greater occurance

of trade-ins and increased demand for used units.

The proceeds from the sales of recreational vehicles represented the
fourth highest averagé income for the sale of any particular item
in the years focused on. The 1974 estimates for the sales of
recreétiona1"vehic1es seem to denote a growing trend in which
dealers are cutting back on the numbers of recreational vehicles

kept in their inventories. |

The sale of accessories accounts for the fifth highest overall
volume for jtems retailed by all dealer-respondents. There appears
to be a growing desire on the part of mobile home buyers to

partake in the availability of extra amenities such as add-on
features for mobile units. The figures indicated for the

sales of special units, i.e., non-residential units, were minimal.

.
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Several dealer-respondents did not report any sales in this category,
the reason being that special units are often, if not exclusively,

ordered directly from the manufacturer.

It should be noted that the dealers' estimated sales volumes for 1974
indjcate the 1973 specu]at%ons of a growing market and increased
brofitabi1ity in the sales of mobite homes. Honger, given the
economic conditions of 1974, thesé.estimates predicted a greater

volume than what actually materialized.

Several external factors influence the.ability of individual

dealerships to make mobile home sales. These include the availability

T

of park space, constraints placed on consumer financing, the
competitiveness of the market, and government imposed regulations

that govern the sale and location of mobile homes.

It is informative to view the results of one question included

in thé'1970 bwens/Corning Survey. According to this study, 59%

of all dealers questioned mentioned major prob]en& were related

to park space, 55% had difficulty with Jocal zoning ordinances,

25% found consumer financing to be problematic, 17% had to contend

with poor quality in mobile home products, 14% suffered setbacks
due to the image of the industry, 13% faced problems related to

price competition,'11% had difficulties with franchising policies,
% experienced difficulties related to their ﬁaving no national
advertising, and 5% faced complications stemming from long

delivery times. 2% of all dealers surveyed experienced none of

these problems.
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Four years following the Owens/Corning Survey, the PMHI/DS found
that consume} financing had suﬁerceeded park séace as the major
obstacle to potential sales. About two thirds of all dealer-
respondents commented that their inability to sell mobile homes

at the time of the survey was due to factors associated with
either*the cost of financing the purchase of a mobile home or
'priée competition. More’specificq§1y, these dffficu]ties included
the fact that the potenfié] cuStoﬁers were not aB]e to make adequate
downpayments or did not have enough esfab1ished credit and hence,
could not qualify for the payment arrangementé offered by dealers.
The economic factors a]sé'mentioned byndea1efs included the
general market conditions and @he'existence’of price cutting and

discounts on units offered by other dealers.

Almost one third of all dealer-respondents expressed the belief
that a Tack of sales resulted from a situation in which.they

could not offer a customer the particular model they desired

from fhose existing in-their inventories and stocks. In these
cases, notential customers often find the precise style or line

of mode1‘they are looking for on the lot of another dealer in
the area. Several dealers appeared to emphisise the fact that
their stocks lacked a sufficient variety of models as a reason for
losing potential customers: prospective mobile home buyers who
visit dealers' Tots are often not ready to purchase a mobile

home, or are indecisive about 1iving in a mobile home.
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_One fifth of all dealer-respondents specified that their failure
to make a-pofentia] sale often stemmed from faétérs related to
boor sa1esman§hip techniques or a lack of follow-up on prospective
customers. Oéher dea]er-respondents regarded the lack of available
park space or site 1oc5tions, and Taws regulating the sales and the
taxation of mobile homes as factors hindering their total sales.
PMHI's major finding thét in recenf years, the h{éh cost of
financing has overtaken the lack of éufficient park-Space as
the major barrier to mobile home sales was confirmed by the most
recent Owens/Corning Sur;éy (1975). Nhergas’in 1969, 59% of the
dealers felt that park space was é major problem, only 21% felt
so in 1974; 63% of the dealers found that consumer financial

" -restraints was the major problem--up 25% since 1969 (Figure 12).
The marked decrease in mobile homes sold during 1374 and 1975,
a period of inadequate credit supply and increasing finance rates,

largely substantiates this trend.
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PROBLEM . 1974 1969
Consumer financial 76 | 25
Local zoning o 43% | 55%
Industfy image 26% _ 14%
Park space 21% 59%
No national advertising 19% - - 7%
Poor quality products . "~ 15% 17%
Long delivery time 1% 5%
ilone % A
Source: | Owens/Corning Fiberglas, Inc., A.Research Study:

Focus on the Mobile liome Market. (1970, 1975).
FIGURE 12: PROBLEMS AFFECTING DEALERSHIP BUSINESS
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3.2 PRODUCTMIX

The exacf‘product mix maintained within the inventory of any
given mabile home dealership .lot depengsﬂon a number of variables
including consumer preferences for unié type%,_accesé to
manufacturers' plants, franchise agreements with manufacturers,
and the sizes, brands, and prices of products that are avai]ab]e‘
on the Tots of local competitors. In order. to provide consumers
with a number of units from which tojse]eéﬁ;"most mobile

home dealers will stock tﬂe ]arges£ possible variety of models
that vary-in size_and price as wé]] as style. the nurber of
different models has greatly increased ovar time to the point
where it is virtually impossible for any one dealership to

market all available models.

Size variation alone has contributed to the proliferation of
new mobile home models. The range of different model sizes
incorporatesA1O‘ wides, 12' wides, 14' wides, 167 widas,
expandab]és, doublewides, and triplewides. Models of these
widths can be obtained in various lengths ranging from 32°
to more than 70'. Figure 13 1ists the widths and lengths |
of mobile homes produced by the industry in 1975.
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Range of Unit Leﬁgths in Feet
32" - 40' 50' 60'

70'+

Unit Widths

Singlewides
10' wides
12' wides
14' wides

16' wides

Doublewides
16" wides
20' wides
24" wides
26' wides
28" wides

Expandables =

Special Units AT R R

TR

Factory Built = E&Z S

Source: Mobile/Modular Housing Dealer Magazine,
Monthly Harket Letter, March 1975.

FIGURE 13: PRODUCT MIX BY UNIT TYPES ACCORDING TO WIDTH AND
LEAGIH SPECIFICATIONS, 1975,
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Although 12' wides continue to be the most popular of all mobile

homes marketed, this product's share of the market Bas been

rapidly diminishing over time. Both the 14' wide and double-

wide models have éonsistant]y increased their share, particularly

from 1970 to the present (sée Figures 14 and 15). The increasing
avai]abi]ity of these wider models has strongly contributed to the
decreasé\of.shipments of 12" wides and units of other sizes.
Neverthe1e§s, well over threé‘fourths Sf all units soﬁd by dealer-
respondents in 1972 were singlewides. Of all unit types shown in Figure
16, moderately priced models were the most popu]ar; For many buyers,
moderately priced mobile home;.serve two e$sentid1 purposes: they provide

adequate living space and are not exceéding]y'difficuTt to finance.

Consumer preferences for inexpensive, smaller unit types, are

'reflected in the marked popularity of 12' and 14' wide units

(Figure 16). Also, Figures 15 and 16 indicate that these consumers
who wish a larger ynit tend to prefer doublewide models over the
intermediary exparidable type units. As more middle income groups
come to regard mobile housing as an acceptable substitute for
other forms of housing, the product mix will sh1ft towards an

increased share of double and triple wides, and h1gher priced units

in genera]. |

The 1975 Owens/Cormning Survey found that since 1969, the average
mobile home unit. bought has increased in price from $6,850 to

$10,420 and in size from 684 square feet to 960 square feet.
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Double wides
Other sizes

14" wides
12" wides
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* Estimated 12/74

The Management of Change in Ml Financing, MHMA Proceedings

of the Finance Forum, Louisville, Ky. January 16, 1975

Source:

FIGURE 14: AMNHUAL MOBILE HOME SHIPMENTS BY SIZE 1963-1974
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Manufacturers questioned for the PMHI 1975 Industry Interviews |
tended to nroject that this trend w111 continue throﬁgh 1979.
Although medium and Tower priced units will continue to be widely
sought, the volume of trade of lower cost lines will decrease,
single wide units will become longer, and more conventional
materials will be used in the interio}s and exteriors of mobile
units.fPHHI expects that chapges in pro&Uct design will further
attract persons in the middfe income ﬁ;rket'Who could otherwise
afford a condominium or apaftment. Séctiona1 units (i.e,, double-
wides conforming to factory-built housing codes) will be popular
and may be used primarily in urban areas,-while_doubTewides
conforming to ANSI A119.1 will be situated in rural areas.

Although singlewides will continue to occupy.a major portion of
the mobile home market, trends indicating the increésingfpopularity
of more expensive, higher quality units will have a marked effect
on dea]er_operations. Lot size may increase or the number of units
disp]ayed}may dqc}ease in order to accommodate the demand for larger
models. Dealers with small lot area.may have to rely more on sales
from custom orders than display and inventory stock. The sale of
sectional units implies greater dealer familiarity with local
requlations and more sophisticated set-up procedures. Finally,

in anticipation of the sale of more expensive units increasingly
designed for urban situations, dealer marketing orientaticn and
servicing procedures may expand to include a more diversified and

demanding consumer market.
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3.3 RENTING AMD LEASING OF MOBILE HOME UNITS

In general, dealers do not rent or lease mobile homes on a

frequent basis. According to the_?MHI/DS, 68Z'of the dealer-
respondents indicated_that nonef%f the units they distributed

to consumers were rented or 1e$sed. The dealers who did engage

in renting or leasing activities (33% of all respondents) noted
that 87% of those units were utilized for residential purposes,
while 13% were used for non-residenfiaT'purposes. It can be
inferred from this sampling that_by and large, dealers are -
interested in obtaining the immediate benefits of direct sales

as opposed to the forestalled cash benefits derived from short-

term rental and leasing activities.

A]though reﬁting and leasing activities may detract from

’poféntfa1 sales, increased renting on the part of the dealer
could bring about positive results. Mobile home rentals
allow dealers and the industry at large to tap new housing markets.
The .rental of mobile home units could attract persons who otherwise
usually prefer renting apartments, particularly in areas where
vacancy rates are Aigh. In situations in which the existing
rental housing stock is scarce, rental mobile homes may provide
a viable housing alternative. Mobile home rentals could also

make mobile home 1iving possible for individuals who envision
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mobile home living desirable, but who are unable to qualify
for finahqing the puchase of a unit. The greatest benefit
to the industry from 1'ncreaséd renting activities, nowever,
would be to attract and/or orient new households to this

form of housing as future buyers of new units.
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3.4 THE USED MOBILE HOME MARKET

According .to the PMHI/DS, oqu 6.7% of_%he total s§1es revenue
obfained by the respondentsiin 1972 wgs derived from the sale of
used mobile homes. This fiéure may Be a misleading indicator
of the importance of used mobile homes in dealership operations
as one to two thirds of all dealershipssales transactions involve

trade-ins. A survey durina the years 196§—T972 was conducted by the

Mobile Home and Recreational Vehicle Méqazine. It indicated that 74% =~ .

of the sample population of dealers resold uéed units. There is a

growing market for used mobile homes: a report in the Mohile-Modular

Housing 'Dealer Macazine (June, 1975) estimated that the sale of used

mobile homes will occupy 50% of dealers' future business operations.

-

The sale bf used mobile homes is profitable for both dealer and consumer.

Low price, coupled with a predominantly low downpayment, is appealina
to buyers seeking the least costly yet comfortable housing possible.
Many dealers sell used units for as little as $1500 with a downpay-
ment of $500 or less. Another person to benefit from the increasing
marketing of used units is the former mobile home owner who can readily

trade in his old unit for a new model.
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Some dealers claim up to 100% profit on the sales of used units.
The advantages of such sales are two-fold for the dealer: profit
bfrom the sale of new units generated by trade-ins, and further
profit in the ;a1e of the used unit. Furthermore, 3 dealer may
expect a satisfied customer to return to his lot in the future
for the purchase of a new unit.

Cealers either sell used.units "as?is" oF'Eéfurbish them consid-
erably. Investment of a fair amount of time and money is required
of those who do recondition units, although the returns on

such investments are genérally high. Some large dealerships

have an indoor area specifically constfuéféd for "cleaning up"
used mobile homes for future sale on their Tots. The procedures
for preparing a used unit for merchandising are uniforhrgaghgéfnw
most dealers. First, the interior and the exterior of the unit
is thoroughly cleaned. Then, all worn furniture and draperies
are removed and the carpeting or vinyl flooring is replaced.

A deaTer,thenldraws upon his stock of parts and accessories

for suitable replacement of the removed items. Units are often

redecorated in a different decor than the original.

The item most carefully selected for a refurbished unit is the
furniture. It is commonly felt by dealers that if the furniture
is attractive, the entire unit will be appealing to the prospec-
tive buyer. Furniturg is often taken out of new mobile homes

displayed on the 1ot and installed inte used units. Those
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dealers who do not carry a stock of furnishing§ often obtain
these items‘informa11y or have some sort of prior arrangement
with retail fyrniture stores or warehouses. The costs to the
dealer of comé]ete]y refurbishing a used unit can range from

a few hundred dollars to $2000, depending on the type and

quajity of the furnishings.

As tabulated in Figure 17, the 1afgest nunber of'dea1ers pay
between either $1501-2500 or $2801-3000 for used units. The most
frequently reported resa]e prices are $2001- 2500 or $3001-3500.
Most dealers utilize a mark-up rate in: pr1c1ng a used unit.

The rate is determined by the age and condition of the unit, the
extent of refurbishing, and the'amount of ‘warranty coverage (many
dealers offer a 30-day warranty on used mobile homes). The average
mark-up on a used unit is about $400. The 24 dealers questioned

for the Mobile Home and Recreational Vehicle Magazine Survey (1969-

1972) resold used mobile homes wifh mark-up rates that varied
from 6% to 25% of the price they had paid to obtain the home.
Some dealers used fixed mark-up rates which ranged’from $150 to
$900. A survey conducted by this same magaziqe in 1973 indicated
that dealers were selling unitéLWhose mark-up rates were between
10% and 33%. The increased rate probably reflects dealers' re-
cognition of the growing demaﬁd for used mobile homes as well as

~more extensive and costly refurbishing.

Although providing a small share of dealers' total sales revenue,
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o e

PERCENTAGES OF ALL DEALERS

] DOLLAR AMOUNT '} AVERAGE TRADE-IH PRICE AVERAGE SALES PRICE

' 0-1000 : 6.8 3.7
1001-1500 5 5.1 0.0

' 1501-2000 22.0 7.5

! 2001-2500  22.0 26.1

§ 2501-2600 W 0.0
2601-2800 3.4 7.5

i 2801-3000 ’ ..22.0 16.7
3001-3500 10.2 24.2
3501-4000 5.1- 9.3 .
4001-5000 1.7 3.8
5001-6500 0.0 1.9
MEA $2529.66 $2960.46

Source: PMHI/DS

FIGURE 17: AVERAGE TRADE-IN PRICES PAID BY DEALERS FOR USED MOBILE

HOMES AND AVERAGE SELLING PRICES OF TRADE-INS FOR ALL DEALERS
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the sale of used mobile homes has a substantial impact on dealer profits
for both new and used mobile homes. An increased mér:keting of the new
larger and more expensive units is anticipated to further increase
dealer activity ‘relgarding trade-ins and the sale of used mobi_1e homes .
Further discussion of dealer trade-in policies can be found in chapter

B.4.4,
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a.

Retail Policies and Practices
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4.1 RETAIL PRICING POLICIES

To satisfy the various tﬁstes and preferences of mobile home buyers,wm'
manufaéfurgrs produce a 1afg§ assortmenflof homes wﬁich are retailed

’ for'prices that generally range from §2,000'f0‘$15,000. The primary
factors influencing dealer pricing pd]icies include overall supply
and demand conditions, the costs incurred for operational expenses,

and the desired rate of return on investment.

In order to determine how a deaTer‘arr{ves at final retail prices, -
the‘PMHI/DS asked dealers to indicate, by pefcentage breakdowns,

all costs and expenses incurred in selling a typical, average-nriced
model. A detailed examination of the information acquired, concerning

the fixed and variable costs along with company and plant characteristics
and other:factons‘that determine variations in dealership distribution

costs, can be found in the following section, "Cost-Price Analysis."

Most manufacturers offer dealers a suggested retail price for the mobile
homes they produce. Following surveys of local acceptable price levels
and the prices of other dealers in the area, dealers most often set
prices by a percentage mark-up from the wholesale price of the unit.

The resulting price may or may not correspond to the retail price
suggested by manufacturers. The PMHI/DS asked dea]ersrto ihdicafe

whether or not they followed the suggested retail prices of their
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manufacturers. 77.4% did not, either because the manufacturers did

not suggest any_reta11 prices, or because dealers chose to set their
own retail price. Of this 77.4% ofvdéa1ers who did sell their mobile
homes at prices aother than those suggested by manufacturers, 42.6%
lowered their retail prices while 34% increased retail prices above
those set by the manufacturer. In addftion, 90.2% of these dealers

who diq change retail prices from the manufacturers' suggested price
did.so by é margin of 1%-25%!wh11e 7.3% raised or ioyered manufacturers'
suggested prices by a margiﬁ of 26%-50%. Thus, the adjusted selling
price usually does not vary more than 25% from the suggésted retail

selling price.

According to manufacturers questioned for the PMHI 1§73 Industry
Interviews, dealers employ mark-ups from wholesale prices which range
anywheré from 10% to 40%. In an area that can realistically support
higher prices, mark-ups may be higher than 40%. The manufacturers
noted two major conditions which are conducive to high mark-up

rates. Fifst, thelmark-up percentage for doublewides and more
expensive“mode1§ are considerably greater than those for standard

12' and 14' wides. This rate, however, may be reduced in time as the
sale of larger, more expensive mobile homes increases. Second, mark-ups
are usually higher in states where either there is strict zoning
requlation or where closed park situations exist. When land is prime,
as with strict zoning requlations or park space shortages, sales

are often inhibited, forcing dealers to raise prices in order to
achieve an adequate profif. Closed park situations often enable
dealers to exert price leverage because of enjoyfng a pure or

semi-monopoly status.
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They may insist on more expensive models, utilize high mark-up

percentages, and thus, receive larger returns on investment.

In addition to this information supplied by manufacturers, PMHI

asked dealers to state reasons that influence theif pricing policies.

The primary reason stated by most deaiers was the status “of the local
market; In areas where compepition is ldﬁ, dea]ers_ére able to employ
high mark-up rates. However, recent t{ght economic conditions and the
increased entry of new dea]érships haQe resulted in greater competitioﬁ,
especially in the southern and western regions. This, in turn, has
required dealers to lower prices, often offering substantial discdunts

to local consumers. Furthermore, it cannot be”assumed that all dealers
are profit maximizers. Instead, many déa1erships choose to maximize sa]gg
in order to acquire a larger share of the market. Selling at prices lower .
than manufacturers' suggested retail prices and with Tow mark-up rates
a]iow such dealers to maximize their total sales vo1ume, and consequently,
increase total sales revenue and total profits.

Another r;asbn that dealer-respondents attributed to variations from
manufacturers' suggested retail prices was the fact that manufacturers
often cannot accurately account for added expenses or circumstances

that are assumed by dealers. Added costs include overhead and sales
commissions, hauling and delivering the mobile home, setting up the

unit, installing additional furnishings, and providing the services

speci fied by the terms of the dealer's warranty. Also, for those units
whose outward appearances have become less attractive due to

veathering effects or, for units whose suggested retail prices are set
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too high for a particular trading area, the actual selling price

may be reduced.

Both manufacturers and dealers mentioned seasonality as a condition
that influences dealership pricing policies. In thé winter months,
when the marketing of mobile homes is.slower, some manufacturers offer
bonuses, promotions, rebatés.or Tower prices on units to those dealers
who can reach a specified qﬁota during this time. According to the
manufacturers questioned foé the PMHf 1973 Industry Intgrviews, some
dealers "pocket" the difference received from buyjng the units and
thus the price reductions offered by manufacturers are not passed on
to consumers. On the other hand, in,tryiﬁg’tb fulfill manufacturers’
quotas, some dealers Are found with an abundance of units in their
inventories and hence, have to lower profit Margins by cutting retail
prices in order to sell these excess units. In situations where
manufacturers do not offer off-season bonuses, dealers may have to
lower retail prices on mobile homes in order to match the competitive
prices ofithose déa1ers who do receive units at off-season price

reductions.

For the most part, dealership retail pricing policies are extremely
individual, depending on the local market structure, unit type, and
external factors which influence sa1és volume or profit per unit.

A though a manufacturers' suggested retail price may provide a basis
for comparison for other lines of mobile homes, it is not an accurate

indicator of a dealer's actual selling price. The occurrance of

C o
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unusually high mark-up rates (over 40%) can be generally attributed
to situations Where dealerships have monopoly contral, particularly
where closed parks exist. However,- it is anticipated that as

zoning regulations become more favorable for mobile home developments

and the number of closed parks decreases, Tocal dealer competition

will regulate price policy.

Iy
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4.2 DEALER ORGANIZATION OF RETAIL SALES

Dependfng on the size, the location, and thé markets available

to a dealer, mobile home sales are either directly from inventory,

or puré]y from custom orders., or a coqp{ﬁation of tﬁe two. Most
buyers will visit a dealer's 1ot‘and,gurcha§é-What is available in

the inventory stock. However, it is unlikely that any dealership is
able to maintain so large and diverse an inventory as to please all
of its customers. Hence, direct factory custom'orders through dealers

can satisfy individual buyer preferences as well as provide additional

sales for the dealer, The following two sections detail the dealership~ -

operations concerning inventory and custom order sales.

4.2.1 _Sales from Inventory

According to Figure 18, a mean of 68% of units sold by PMHI/DS
respondents in 1972 came directly from lot inventory. The variation

in preferences of consumers with respect to the Ssizes and prices of
various units are the major factors that control the inventory

level maintained by individual dealershin organizations. Other key
influences include the availability of wholesale financing, the credit
térms available from manufacturers, the past rates of inventory
turnover, local demand coﬁditions, seasonal Variations in demand,

the extent of local competition, the size of the dealef‘s lot, and

AR e <
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PERCENTAGES OF NEW UNITS .SOLD ‘| PERCENTAGES

IN 1972 FROM INVENTORIESON LOTS "| OF DEALER- | |.
" ' RESPONDENTS | |,
|
0-20 8.6 %

21-40 8.6
41-60 20.0
61-80 ) 28.6 |

81-100 34.3

MEAN: 68%

Source: PMHI/DS

FIGURE 18: SHARE OF NEW UNITS SOLD FROM DEALERS' EXISTI!G

INVENTORIES



Distribution

246

the delivery time of units from a manufacturer. Responses to the
PMHI/DS revea1éq that the dollar value of the average inventory

level for the year 1972 was betweeﬁ $100,300 and $500,000. Dealers
estimated an increase in inventory value to occur in 1974 because

of expected higher demand for more expensive units (Figure 19).

In maintaining a sﬁfficient inventory level, mobile "home dealers
offér an adequate se1ection.5f homes jB potential 5uyers. Dealers
generally keep up to four manths of ﬁotential sales in their stock.
The average turnover of merchandise for most dea1ership§ ranges from
once every two months to ten times annually. The éverage inventory
turnover time_forsthe Tots of the dealerslquestioned for the Mobile

Home and Recreational Vehicle Dealer Magazine Survey, 1969-1972, was

five times annually, while the average turnover time for the lots of

dealers questioned for the Mobile Home and Recreational Vehicle Dealer

Magazine Survey, .1973, was about three times annually. The projected

average turnover time of merchandise for 1975 is about four to five
tﬁesam@aﬂy. '

The units placed in dealers' inventories are ordered from manufacturers
by phone or by mail. Dealers order homes after seeing them displayed
at mobile home shows, or as a result of seeing advertisements in
national dealer or consumer magazines, or upon being contacted by
manufacturers' sales representatives. The manufacture? usually delivers
the mobile homes directly to the dealer's 1ot. Almost three-fourths

of the PMHI/DS respondenté stated that once units are ordered, it

takes manufacturers an average of 30 days to make a delivery (Figufe-zo);;
ilowever, any relatively long delivery time for orders does not aopear

to present a significant disadvantage to dealers.
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MOBILE HOME INVENTORY

“PERCENTAGES OF

4DEALER-RESPONDENTS

(in thousand dollars)

0-20
21-50
51-100
101-250
251-500
501-1000

1001-1700
1701-2700

1972

7974 (estimate)

13.3 25.0
16.7 12.5
6.7 15.0

" 30.0 20.0
13.3 15.0
5.0 7.5

5.1 0.0
0.0 5.0

.MEAN INVENTORIES

| 236 (1972)
294 (1974 estimate)

Source: PMH1I/DS

FIGURE 19: MOBILE HOME INVENTORY LEVELS FNR NEALERSHIPS IN

1972 AND A 1974 ESTIMATE.
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DELIVERY TIME FOR PERCENTAGES
ORDERS FROM MANUFACTURERS|  OF DEALER-
(IN DAYS) RESPONDENTS
0-6 -~ 0.0
7-15 5.5
16-30. 50.7
3N-50 o254
51-60 " 8.5
MEAN: 30.3 |
i
Source:. B PMHI/DS

FIGURE 20: DELIVERY TIME FOR ORDERS FROM MANUFACTURER



Distribution 249

4.2.2 Sales From Custom Orders

While some dealers attempt to keep custom orders to a minimum, others
profit primarily from retailing custom-built units or special orders.

Those who engage in the sale, of custoq érders eithef offer manufacturers
products that are custom built, or thg& add various options to a

basic model. Customizing and rearranging may invalve various structurai
changes, such as moving the interior walls of a unit. The added cost

of custom work done by the dealer is figured into the total purchase

price of the product.'

It is interesting to note that one manufacturer responding to the
PMHI 1973 Industry, Interviews allows customers to design their own
units through special "design aids" obtainable from dealers. These
materiaTs_inc]ude_f1oor plan diagrams for designing interior space,

and information_concerning available decors and colors.

The PMHI[DS asked dealers to specify how the normal delivery time

after orders from their manufacturers is lengthened by custom orders.
For 4§.2% of all dealer-respondents, the delivery time is not lengthened
at all by custom orders (Figure 21)., 23.7% report that it does take
custom orders six to ten days longer to deliver than for standard
orders. In any case, the de]ivefy times for customized units rarely

exceed 30 additional days.
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o

-DELIVERY TIME LENGTHENED
BY CUSTOM ORDERS '

R
Cq

PERCENTAGES OF
DEALER~RESPONDENTS

(IN DAYS) ]
0 49.2
1-5 11.9
6-10 23.7 -
11-30 1.7 -
31-45 1.7 )
Source: PMHI/DS

FIGURE 21: DELIVERY TIME DELAY OM CUSTOM ORDERS
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Variations in the length.of delivery times due to the customization
of units depend; primarily upon the degree of the manufacturers'
capacity utilization at the time tﬁe order is placed. The extent of
the customization work needed, renlacement of parts, and major
structural changes are also taken into account. More expensive
custom orders may require more de]aysAin delivery than orders for
units needing only slight changes. However, the ordering of custom
units does not necessarily déter consumers from reéeiving their

mobile home products from a dealer within a reasonable amount of time. -
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4.3 SALES OF ACCESSORIES

'Prabtic;11y all dea1erships sell acdéssories, qnd manv maintain accessorv
stores on their lots. Mobile home?buyers often desire extra mobile
home features which, if not ordered in the initial sales transaction,

can be purchased from a dealer at a later time.

Features that mobile home owners mostdbftén order with their initial
purchase are listed here in order df their frequency: central air - .
conditioning, full skirting, automatic cTothes washer and dryer,
carpeting throughout, extra 1hsu1at10n and a patio or carport. While
most of these items represent factory-installed standard options,
many of them can be supplied and installed by the dealer. The major
itemsfpurch;;éd after the sale of the home by many owners include
(agai;,'fn order of frequency): automatic clothes washer and dryer,
steps, full skirting, patio or carport, awninas, and a window air con-
ditioner.(Fiqure 22). Some items that are later added to a unit bv
the dealer are difficult to install. This is especially true of
features such 