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DUTY TO SERVE 
EARLY LESSONS LEARNED IN UNDERSERVED HOUSING MARKETS

by Jim Gray and George W. McCarthy

Enacted in the Housing and Economic Recovery Act 
of 2008 and launched in 2017, Duty to Serve (DTS) 
is a federal regulation requiring Fannie Mae and 
Freddie Mac (collectively the “Enterprises”) to finance 
affordable housing for low- and moderate-income 
American families in three underserved markets: 
manufactured housing, affordable housing preserva-
tion, and rural housing. Regulated by the Federal 
Housing Finance Agency (FHFA), the Enterprises buy, 
bundle, guarantee, and sell lender-issued mortgages 
in secondary markets to improve liquidity. Neither 
Enterprise originates nor services its own mortgages. 
The federal government’s backing of their debt is 
essential to the mortgage market. It is particularly 
important for serving the historically neglected 
lending markets DTS prioritizes.

Congress forbid FHFA from setting numeric 
targets for the Enterprises’ advancement of their DTS 
mission to reach underserved markets because the 
program was intended to be more qualitative in focus 

than the other preexisting Enterprise affordable 
housing program.1 DTS is therefore based on a 
strategic planning model designed specifically to 
move the Enterprises to purchase increasingly more 
mortgage loans in these markets over time. 

The model requires each Enterprise to develop 
a three-year strategic plan for reaching each of 
the three specified markets; the plans consist of 

“Activities” chosen from a list in the DTS regulation.2 

Each Activity consists of one or more specific 
“Objectives” describing what the Enterprise proposes 
to accomplish. Each DTS Objective is characterized as 
fitting into one of four Enterprise business phases—
outreach, product development, investments and 
grants, and loan purchases.3 

FHFA evaluates each Enterprise’s DTS perfor-
mance by considering both the difficulty of the 
Objectives undertaken at the outset of its strategic 
plan and the outcomes of the work, which incentivizes 
the Enterprises to adopt more ambitious Objectives. 
FHFA’s annual outcome evaluation process rates 
the Enterprises’ work, using both a quantitative 
assessment of whether the Enterprise achieved its 
Objectives and a qualitative assessment of its impact 
on affordable housing needs in underserved markets. 
This assessment results in an annual determination 
of whether and the extent to which an Enterprise has 
complied with its DTS obligations in each market. 

Duty to Serve requires Fannie Mae and 
Freddie Mac to provide affordable housing 
financing to low- and moderate-income 
American families in three underserved 
markets: manufactured housing, affordable 
housing preservation, and rural housing.
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What Works in Duty to Serve 
Implementation? 
At the time of publication, the Enterprises had 
just completed their first three-year DTS strategic 
planning cycle. While the DTS program is still too 
new for a truly thorough evaluation, an early assess-
ment of what worked and what needs improvement 
from the initial cycle is prudent, especially as the 
Enterprises are due to propose their strategic 
plans for the 2022–2024 cycle.

Does the strategic planning process work 
and what should be done to enhance it?

STRATEGIC PLANNING INCREASES TRANSPARENCY, 
RESPONSIVENESS, AND ACCOUNTABILITY . . .
The DTS process makes it easier for nonprofits, 
for-profits, and others actively working with under-
served markets to understand and contribute to 
the Enterprises’ approaches. It also provides these 
stakeholders a way to measure Enterprise progress 
over time and to object when progress is too slow. 

. . . BUT CURRENT PLANS ARE TOO LONG  
AND COMPLEX
The greatest shortcoming in the DTS strategic 
planning process during the first plan cycle was the 
length and complexity of the plans. The plans were 
difficult for some stakeholders, who aren’t as 
immersed in the specifics of DTS, to understand and 
reduced opportunities for stakeholders to hold the 
Enterprises accountable.

To what extent did the Enterprises actually 
reach underserved markets as a result of 
DTS and how might they improve?
SOME UNDERSERVED MARKETS  
RECEIVED MORE CAPITAL
In its initial three-year plan cycle, DTS brought in 
more capital to some underserved mortgage markets 

—though not to all three evenly. Promising activities 
included:

• Manufactured Housing Real Property Loans  
In 2019 alone, Fannie Mae purchased 11,976 
loans on manufactured housing units titled as 
real property, well above its previous average 
annual baseline of 8,072 for 2014–2016. Freddie 
Mac purchased 4,390 loans in the same market 
over the same period, above its earlier baseline 
of 2,985 loan purchases.

• Single-Family Rural Loans 
The Enterprises increased their combined share 
of single-family rural loans, which went from 
14.7 percent of all loans in 2016 to 18.1 percent 
of all loans in 2018 once DTS was implemented.4 

• LIHTC Equity 
In 2019, Fannie Mae made equity investments 
in 98 rural low-income housing tax credit (LIHTC) 
projects, accounting for 4,263 units affordable to 
households earning 60 percent or less of Area 
Median Income (AMI). Freddie Mac made 13 
LIHTC equity investments in 13 rural properties in 
2019, investing $111.9 million in units affordable 
to households making 60 percent or less of AMI.

• CDFI Seller/Servicers 
The first two Community Development Financial 
Institutions (CDFIs) became eligible to sell loans 
they originate to an Enterprise and to continue 
collecting monthly payments and otherwise 
servicing those loans. Both Enterprises approved 
the same two CDFIs as seller/servicers.

• Small Multifamily Loans 
For 2019, Fannie Mae increased its rural small 
multifamily loan purchases from 60 loans to 82 
loans, a 58 percent increase over Fannie Mae’s 
baseline.5 For 2019, Freddie Mac reported $835 
million in small multifamily loan purchases from 
small financial institutions as compared to its 
three-year baseline average of $292 million.6 

Freddie Mac served the housing preservation 

market by more than doubling its small multifamily 

loan purchases from small financial institutions. 
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CHATTEL PILOTS ABRUPTLY CEASED
Progress abruptly ceased in the summer of 2019, 
despite the Enterprises’ readiness to start promising 
pilots to purchase loans on manufactured housing 
units titled as personal property, often referred to as 

“chattel.” As a result, it remains unknown whether the 
Enterprises can prudently serve what is arguably the 
largest untapped U.S. affordable housing market.

NO TARGETED EQUITY INVESTMENTS
A second notable failure on providing capital resulted 
from FHFA’s dubious legal interpretation that the 
Enterprises lack the authority to make targeted DTS 
equity investments—despite plain language in the 
statute permitting this.7  In creating this new limited 
investment authority, Congress likely understood that 
many of the DTS markets are so far from producing 
a reliable pipeline of profitable mortgage loans that 
equity investments are essential to reach some of 
these markets.

NO NEW MHROCS
Manufactured housing resident-owned communities 
(MHROCs)—communities in which a residential 
cooperative rather than a commercial landlord owns 
the land and homeowners rent the concrete pad their 
units sits on—are a critical underserved market 
within the broader manufactured housing space, as 
noted in a Freddie Mac report: “MHROCs are one of 
few sources of unsubsidized naturally occurring 
affordable housing in the country not subject to 
market-based rent increases.”8 Both Enterprises 
have produced worthwhile research and conducted 
constituent engagement but have not yet reached the 
point of creating a viable loan product or purchased 
any newly originated loans to serve the targeted 
MHROC market. 

PAD LEASE PROTECTIONS AND  
SECURITIZATION FOR SOCIAL GOOD
Many manufactured housing unit owners place 
their home on a rented concrete pad in a manufac-
tured housing community (MHC), where landlords can 
and have taken unfair advantage of owners because 
manufactured homes are expensive to move. An 
important early DTS win was the widespread 
adoption of pad lease protections for MHC tenants 
through the mortgage securitization process, 
which proved that the securitization process could 
be used to make social policy covering many other 
aspects of Enterprise work.

RURAL APPRAISAL GAP SOLUTION
A 2018 credit policy change by Fannie Mae allows a 
home inspection alternative to expensive appraisals 
in high-needs rural communities.9 This innovative 
approach addresses a common problem in rural 
America and provides risk managers with a more 
effective risk mitigant and increases financing for 
rural borrowers.

ENHANCED RURAL MISSION MEASUREMENT
DTS established a new definition of “rural” that 
incorporates the predictability needed for mortgage 
securities, precluding the Enterprises from purchas-
ing loans in affluent exurbs and then claiming credit 
for serving rural areas. Essentially, properties located 
in census tracts with fewer than 64 housing units 
per square mile are considered “rural.”10 DTS also 
established four regions—Middle Appalachia, the 
Lower Mississippi Delta, colonias along the U.S.–
Mexican border, and rural tracts in “Persistent 
Poverty Counties” across the country—to clearly 
define the hardest-to-serve rural communities and to 
create incentives for the Enterprises to reach them.

How well are the evaluation and rating 
processes working, and what could be 
done to enhance them?
GOOD EVALUATION SYSTEM OVERSHADOWED  
BY DISCLOSURE FAILURE
The well-executed evaluation system DTS used during 
its initial plan cycle is essential to continuing progress, 
but failure to disclose annual ratings on schedule thus 
far is a major shortcoming. Neither the Enterprises 
nor external stakeholders are getting the specific 
Objective-level feedback this system is designed to 
provide, making future progress difficult to define. 

Manufactured housing resident-owned communities like 

Town & Country Estates in Kingston, Massachusetts, are a 

unique source of unsubsidized naturally occuring affordable 

housing. Photo courtesy of ROC USA®.



Evaluation and Rating
RELEASE ANNUAL RATINGS
Perform this qualitative evaluation function as objectively and 
transparently as possible, without political or bureaucratic 
interference. Release 2020 ratings and Objective-level scores on 
schedule in October 2021, retroactively release 2018 and 2019 
ratings and Objective-level scores, and continue on-schedule 
releases thereafter to critically fulfill the expectations of 
transparency and accountability articulated in the regulation. 

SUMMARIZE AND SIMPLIFY
Require the Enterprises to produce a holistic summary as part 
of their DTS plans. Keep posting “DTS Snapshot” summaries to 
the FHFA website, which allow stakeholders to easily see what 
both Enterprises plan on a single topic. Consider limiting plan 
length in the future to enhance readability and minimize 
undue complexity.
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Recommendations
The first multiyear strategic plan cycle of the DTS program 
was notably successful in enhancing capital access in 
target markets, albeit with several key areas in need of 
improvement. For such a new program, there have also 
been significant policy breakthroughs. Existing progress 
promises to lead to more capital access within the next 
few years—if FHFA administers the program appropriately. 
Maintaining the strengths of the current DTS structure 
and improving on it is entirely reliant on robust external 
stakeholder engagement and on taking key steps.

Strategic Planning
BUILD ON TRANSPARENCY
Continue the examples of transparency cited herein, seek 
additional ways to share information and thus engage 
stakeholders, and do not permit the Enterprises to reduce 
public accountability in plan development or action 
reporting. Consider comparing Enterprises’ performances 
to each other, because there are situations where their 
processes differ and comparison could be educational. 

IMPROVISE AND MONITOR BEFORE SUBSTANTIAL CHANGE
Use the flexibility in the DTS regulation to address issues 
in the public eye, such as racial justice, instead of revising 
the DTS regulation—at least until the program is better 
established after the end of 2024, with another complete 
three-year planning cycle to inform revisions. In the 
meantime, enhance monitoring of energy efficiency, small 
multifamily lending to small banks, and pad lease protec-
tions to ensure these efforts are proceeding as intended.

Better Reaching Underserved Markets
PROTECT PROGRAM INTEGRITY
Set a firm expectation that the Enterprises should follow 
through on the extensive work done to create safe chattel 
pilots and finally test whether and how the Enterprises can 
serve this high-impact market. Promptly revisit new FHFA 
rules that potentially set capital requirements undermin-
ing the affordable mission and set “New Products” require-
ments undermining pilot processes.

PERMIT EQUITY INVESTMENTS
Revisit FHFA’s “equity investment” statutory interpretation 
barring targeted DTS investments, which is not supported 
by the plain language of the law.

PRIORITIZE DIFFICULT-TO-REACH MARKETS
Continue to focus on MHROCs, shared equity, and other 
difficult-to-reach, shallow markets that are conduits to 
racial equity strategies and offer outsized affordable 
housing value in the long run. 
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Mac and Early Lessons Learned in Underserved Housing Markets” 
(Cambridge, MA: Lincoln Institute of Land Policy, 2021), https://www.
lincolninst.edu/publications/working-papers/duty-to-serve.
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