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Overview
Most people in the U.S. use a mortgage from a bank or other financial institution to finance a home purchase. But 
tens of millions of Americans also have used alternative financing arrangements, in which buyers make payments 
directly to sellers. Evidence suggests that one factor driving these borrowers to alternative financing—many of 
whom are sufficiently creditworthy to get a mortgage—is a lack of such mortgages, especially for amounts less 
than $150,000. 

Sellers frequently market these options as another pathway to homeownership, but research indicates that 
alternative arrangements can harm homebuyers.1 However, the extent of possible benefits and risks of alternative 
financing is difficult to assess because not enough is known about its outcomes, its prevalence, the costs that 
borrowers incur, or how many buyers ultimately end up holding clear title to their homes.

Typical alternative financing arrangements, such as land contracts, seller-financed mortgages, lease-purchase 
agreements, and personal property loans, differ from mortgages in important ways. For the purposes of this 
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analysis, a mortgage is a real estate purchase credit agreement that typically involves a third-party lender who 
has no prior or other interest in the property separate from the loan and must comply with federal and state 
regulations. In mortgage transactions, title, that is, full legal ownership of the property, transfers from seller to 
buyer at the same time the loan is initiated. By contrast, certain common alternative arrangements, for example, 
land contracts, are not subject to significant regulations, and in purchases using these types of financing, the 
seller—and not the buyer, as in a mortgage transaction—keeps the deed to the property for the duration of 
the financing term. And because many jurisdictions do not consider buyers to be homeowners if they do not 
officially hold title and have the deed in hand, buyers may not have clear ownership or know with certainty who is 
responsible for property taxes and maintenance. 

Buyers of manufactured homes may encounter similar complications because they do not always own the land upon 
which the home sits. But no matter the home type, without the benefit of standard protections that the law gives to 
mainstream mortgage borrowers, consumers who use alternative financing arrangements can face steep challenges.

As a first step toward better understanding the details of alternative financing contracts, families’ experiences 
when using them, the available evidence, and any persistent knowledge gaps, The Pew Charitable Trusts analyzed 
the relevant literature. As this brief summarizes, the existing research suggests that alternative arrangements 
are often a harmful substitute for conventional financing. However, this review also revealed that more analysis 
is needed to understand why some buyers enter alternative arrangements and to what extent the perceived 
benefits materialize.

What is alternative financing?
Buyers turn to alternative home financing for many reasons, including difficulty obtaining a mortgage because 
they have damaged or limited credit histories or because lenders in their area either offer few small home loans 
or have unattainably high underwriting standards.2 In other instances, prospective homeowners might not want 
a mortgage or may have been offered the option to purchase the home while living in it as a tenant.3 Based on 
Pew’s analysis of relevant literature and conversations with legal experts throughout the country, the main types 
of alternative financing are:

	• Land contracts. In these arrangements, also known as “contracts-for-deed” or “installment sales contracts,” 
the buyer pays regular installments to the seller, often for an agreed upon period of time, but the deed 
does not transfer at the outset in most states; instead, the seller retains full ownership of the property 
until the final payment is made, leaving the buyer without clear rights to either the home or the equity that 
has accrued.4 Among alternative financing options, land contracts have received the most attention from 
academics and legislators. For that reason, this review relies heavily on land contract research. However, 
given the similarities among alternative financing arrangements, the findings—especially those regarding 
the challenges for borrowers and the existing evidence gaps—are largely applicable to other types of 
alternative agreements.

	• Lease-purchase agreements. Under these arrangements, commonly referred to as “rent-to-own” or “lease 
with option to purchase,” the seller is also the landlord, and the buyer occupies the property as a tenant 
and typically pays an upfront fee or down payment in exchange for the option to purchase the home within 
a designated period. If the buyer exercises the option, a portion of the buyer’s previous monthly payments, 
which can exceed market rent for a comparable property, may also be applied toward the down payment. 
Then, either the seller or a financial institution extends credit to the buyer for the balance of the purchase 
price, to be repaid over time, and usually the deed transfers at the time the loan is originated. However, if 
the buyer is unable or unwilling to finalize the transaction, the agreement may allow the seller to keep some 
or all of the buyer’s payments.5  



3

Buyers and landlords often describe lease-purchase agreements as a way for tenants to improve their credit 
scores, build a credit history, and save for a down payment, but little is known about how many lease-
purchase buyers achieve homeownership, continue renting, or withdraw from the deal without exercising 
their option to buy. 

	• Seller-financed mortgages. In these arrangements, the seller is also the lender, extending credit to the 
buyer to purchase the home without a third-party lender involved. The deed to the home transfers to 
the buyer at the start of the agreement, giving the buyer full ownership rights, akin to a mortgage from 
a third-party lender, and the loan is repaid over time.6 However, few states have passed laws to regulate 
seller-financed mortgages, and federal rules apply only to sellers who finance more than three properties 
per 12-month period.7 These limited protections generally leave buyers without clear recourse if the seller 
has not taken steps to ensure that the home is habitable, the contract terms are fair, and the title has no 
competing claims.  

Although these arrangements fall under the rubric of alternative financing, they often vary widely from state to 
state in terms of contractual provisions, terminology, and applicable consumer protections.8

Buyers of Manufactured Homes Also Use Alternative Financing 

Throughout the U.S., 17.5 million people live in manufactured homes, the modern version of “mobile 
homes,” and finding financing can be difficult. Many buyers who finance manufactured home purchases 
use something other than a mortgage.9 In particular, in 2019, 42% of these buyers used a personal 
property loan, also known as a “home-only” or “chattel” loan.10 In addition, buyers also use rent-to-own 
agreements to purchase manufactured homes, but more research needs to be done on how frequently 
they do so and on their experiences and outcomes. 

In many states for the purposes of sale, the default legal view of manufactured homes is that they are 
personal rather than real property, and as such they are not eligible for mortgage financing. This is true 
even when buyers own the land—the real property—under the manufactured home. Generally, borrowers 
can obtain a mortgage only after the home has been placed, affixed to the land, and the title changed from 
personal to real property.11 A recent report by the Consumer Financial Protection Bureau found that 17% of 
manufactured home buyers who also own their land used personal property loans for their purchases.12 

Many personal property loans are issued by the home manufacturer or one of its subsidiaries, but some 
institutional lenders also offer them.13 Compared with mortgages, however, most personal property loans 
have much higher interest rates and shorter terms, which together result in less affordable monthly 
payments and often more interest paid over the life of the loan.14 In addition, personal property loans 
carry fewer protections, especially related to default; in many states, a home financed with a personal 
property loan can be almost immediately repossessed when the borrower defaults rather than being 
subject to the foreclosure process required for mortgages.15

In general, the research findings regarding alternative finance arrangements apply equally to 
manufactured and site-built homes, but, as previously noted, buyers of manufactured homes face 
some particular challenges with titling and financing.16 For a more comprehensive review of research 
on financing for manufactured homes, see Freddie Mac’s report, “The Loan Shopping Experiences of 
Manufactured Homeowners.”17
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Alternative home financing has roots in race-based redlining 
practices
In the early 1930s, the federal government created two programs designed to rescue the mortgage market from 
the fallout of the Great Depression: the Home Owners’ Loan Corp. (HOLC) established in 1933 and the Federal 
Housing Administration (FHA) in 1934.18 But these programs and the practices of some local-level actors in the 
real estate market institutionalized policies and erected barriers to acquiring credit that locked out borrowers of 
color and, in some instances, religious minorities from the housing market.19

At that time, a typical mortgage covered just half of a home’s value—meaning lenders required 50% down 
payments—and was due in full in three to five years, ending with a final balloon payment that was much larger 
than the recurring monthly payments.20 These terms proved difficult for many people still struggling with the 
financial effects of the Depression and put many homeowners at risk of defaulting. 

To address these issues, HOLC purchased and refinanced these loans into more affordable amortized mortgages 
that closely resemble today’s mortgage products. The program then hired local real estate developers, 
appraisers, and lenders to identify the level of risk for mortgage delinquencies and defaults by residential 
neighborhood. However, these local-level actors routinely treated Black and immigrant residents as a threat 
to home values and mortgage quality, and often graded those neighborhoods as “red,” meaning “hazardous.”21 
HOLC used these maps when servicing the refinanced mortgages and creating guidelines to help struggling 
homeowners weather the crisis. Additionally, the program shared the methodology behind its maps with 
other federal agencies, trade associations, and mortgage lenders who applied the same biased ratings to their 
business and regulatory practices.22 

Similarly, the FHA, which provided mortgage insurance to reduce lenders’ financial risks and encourage their 
participation in the struggling market, factored race into its underwriting,23 declaring in its 1938 Underwriting 
Manual that “the infiltration of inharmonious racial groups ... tend to lower the levels of land values and to 
lessen the desirability of residential areas.”24 The mortgage industry followed the FHA’s lead and often refused 
to make loans in Black and immigrant communities.25 This practice, known as “redlining,” prevented buyers in 
predominantly Black neighborhoods from obtaining mortgages and becoming homeowners. 

Although researchers continue to debate whether HOLC and other entities explicitly used the maps to restrict 
lending to borrowers of color and to what extent they were later used by the FHA, most scholars agree that the 
maps played a part in perpetuating racial bias and segregation in federal housing policies and the market.26 In the 
ensuing decades, people of color have been disproportionately less likely to own a home and build wealth, and 
today many Black and Hispanic borrowers still face barriers when seeking mortgages and are more likely than 
White borrowers to use alternative financing.27 

Further, policies at the local level have and continue to keep people from obtaining housing in desirable areas, 
even if they can secure financing. For example, exclusionary zoning prohibits certain kinds of housing, such 
as multifamily units or smaller lots, in certain neighborhoods, which limits housing options. A strong body of 
research has found that this type of zoning, in turn, drives up home prices, effectively barring lower-income 
families, who are more likely to be people of color, from buying in those communities.28

The lack of mortgages available to Black homebuyers led to the creation of alternative financing. For example, 
in the early 1960s, Universal Builders and F&F Investment in Chicago sold homes to Black buyers and provided 
financing in the form of land contracts. But the contracts tended to feature inflated sale prices,29 above-market 
interest rates, and weak consumer protections that enabled the sellers to include harmful clauses designed 
to trigger defaults, which, in turn, often caused buyers to lose their homes and the money they had invested. 
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Figure 1

The Black-White Homeownership Gap Was Wider in 2020 Than 
in 1970
U.S. homeownership rates by race and ethnicity, 1970-2020

Source: Pew’s analysis of U.S. Census Bureau data 
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In response, thousands of Black homebuyers formed the Chicago Buyers League, which organized grassroots 
campaigns against harmful land contracts and renegotiated over 200 agreements with the two companies.30 

In 1968, Congress passed the Fair Housing Act, making it illegal to discriminate in home sales, rentals, or lending 
based on race, color, national origin, religion, sex, familial status, or disability.31 Although this law began to unlock 
mortgage access for borrowers of color, lending practices were slow to change and, coupled with market forces 
and an inconsistent regulatory framework for alternative financing, continued to encourage sellers to offer 
alternative arrangements in Black communities. For instance, in the late 1970s and early 1980s as mortgage 
interest rates soared, the Federal Reserve Board reported an uptick in alternative agreements, primarily land 
contracts.32 More recently, researchers documented an increase in land contracts from 2008 to 2013 in four 
southeastern cities—Atlanta; Birmingham, Alabama; Jackson, Mississippi; and Jacksonville, Florida—when 
mortgage credit tightened.33 And evidence indicates that land contracts remain more common in communities of 
color and areas with low levels of mortgage lending.34

The homeownership gap between Black and White Americans is large, and homeownership among Black 
Americans is as low as it was when the Fair Housing Act first became law.35 (See Figure 1.)
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Research has identified more harms than benefits from 
alternative financing
Recent studies have shown that alternative financing arrangements are associated with higher costs, less 
favorable terms, and increased risk of losing home equity when compared with commensurate mortgages. 
Further, the research suggests that a major reason these harms are seemingly so widespread is the absence or 
weak enforcement of consumer protections, particularly in deed recording requirements.36 

An array of federal and state laws stipulate that mortgage information must be recorded in a national database 
and that related changes to property deeds or titles must be logged with the appropriate recorder of deeds. These 
requirements ensure that public records are updated to reflect the change of legal homeowner at the time of 
purchase when a mortgage is used, which, in turn, gives buyers access to more complete information about the 
property, including issues such as existing liens or open work permits on the home, among other things. 

However, although most states make at least passing mention in statute of land contracts, only about a dozen 
states or localities have substantive laws or ordinances related to these arrangements, and very few mandate that 
they be publicly recorded.37 Without such documentation, determining which party holds legal ownership of a 
property or is responsible for taxes and maintenance can be difficult. Many stakeholders have called for recording 
of alternative financing contracts as a first step to better ascertaining their prevalence, benefits, harms, and 
outcomes, and to help inform prospective buyers, policymakers, and researchers about the condition of homes 
bought with them.38 

The existing research on alternative financing processes and outcomes shows that few jurisdictions require 
presale appraisals, disclosure of existing liens, the ability to cure a loan delinquency or default, habitability 
standards, or formal processes to help borrowers avoid eviction or foreclosure.39 This lack of consumer 
protections can lead to a host of issues for buyers, including inflated sales prices, above-market interest rates, 
hidden costs or fees, substandard housing quality, and an inability to acquire the deed. Perhaps most crucially, 
inadequate regulatory oversight can create tenuous living arrangements for buyers who cannot prove legal 
ownership and financial incentives for sellers to offer the same properties to successive buyers without ever 
completing a transaction. 

At the same time, research into benefits associated with alternative financing has been limited. This may be 
driven by the lack of positive experiences, missing systematic data on borrower outcomes, or a combination. The 
research that does exist on potential benefits explores outcomes in immigrant communities along the Texas-
Mexico border and from homeownership models that nonprofit groups are testing, including rent-to-own and 
shared equity.40

Land contracts
As previously mentioned, most of the available research has examined land contracts. Yet, in discussions with 
Pew, academics, legal experts, legal aid counselors, housing experts, and others noted that many of these 
problems are also found with lease-purchase agreements, personal property loans, and other forms of alternative 
financing. 

Land contracts are used to purchase site-built and manufactured homes. Legal aid lawyers and buyers have 
described—and researchers have documented—many of the same problems and negative outcomes that 
were observed decades ago, in particular, low standards of habitability, risk of eviction, and inflated interest 
rates and sales prices.41 One recent study found a strong link between land contracts and subsequent eviction, 
underscoring the elevated risks associated with these contracts.42 
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Relatedly, experts are often concerned about the turnover that can occur with alternative arrangements. For 
example, a seller offers a home for sale using a land contract, collects a down payment plus monthly payments 
from the buyer, initiates an eviction immediately if the buyer falls behind on the payment, and quickly resells the 
home again using another alternative arrangement with a new buyer.43 Thus, the buyer does not achieve the goal 
of homeownership and is unlikely to recoup the money invested.  

Further, one National Consumer Law Center (NCLC) study found that sellers have used land contracts and similar 
arrangements to burden buyers with many of the responsibilities that traditionally fall to landlords, such as home 
repairs.44 In such cases, the buyers are potentially increasing the homes’ value, but because the buyers are not yet 
the homeowners, they cannot realize those gains as wealth; instead, that benefit would accrue to the sellers. By 
contrast, with a conventional mortgage, the buyers would generally have improved their own assets and therefore 
accumulated wealth through those investments. Even when buyers fulfill the alternative financing contracts, 
research indicates that they may still face title problems, such as unreleased liens against the property, which can 
obstruct their legal claim to their homes.45 The terms and related issues of land contracts can cost families their 
housing and home equity and deny them opportunities to build wealth through homeownership.

Previous research has demonstrated that a lack of bank branches in low- and moderate-income neighborhoods 
adversely affects mortgage access,46 but, until recently, little was known about what borrowers did instead. 
However, a 2019 Federal Reserve analysis helped shed light on that topic: The researchers found that low levels 
of mortgage lending were correlated with high levels of land contracts in Indiana, Iowa, Michigan, Minnesota, 
Ohio, and Wisconsin.47 In addition, evidence from Atlanta, Birmingham, Jackson, and Jacksonville reveals that 
corporate sellers have issued more land contracts in neighborhoods with fewer bank branches per capita, which 
also tend to be low- to moderate-income areas—compared with the average in surrounding metro areas.48 

Research further suggests that since the 1950s, real estate developers have used land contracts to sell pieces of 
land without basic infrastructure, such as clean water, to low-income residents in some areas of Texas along the 
border with Mexico.49 

And although land contracts exist throughout the U.S., research has mainly focused on the Midwest and 
Southeast, where they are particularly prevalent, especially in communities of color.50 And at least one major 
study has found that land contracts are disproportionately common in Black neighborhoods. Two of the largest 
contract sellers in the nation bought more foreclosed homes in areas with large numbers of Black residents than 
in predominantly White neighborhoods.51

Benefits of alternative home financing have received little study 
Some entities that provide alternative financing argue that, despite the high costs and weak consumer 
safeguards, these arrangements deliver benefits, such as serving as a bridge until prospective homebuyers can 
obtain a mortgage. And some researchers and stakeholders have suggested that alternative financing can make it 
possible for people who have been excluded from mortgage lending to achieve homeownership:52 

	• In some cases, alternative financing arrangements have helped buyers overcome near-term financial 
barriers to a home purchase by offering a faster closing procedure, smaller down payments, and lower 
closing costs than mortgages from third-party financial institutions.53 

	• The nonprofit sector has tested using alternative financial arrangements to transfer the ownership of 
affordable homes in a reserved pool of land, such as a community land trust, to low-income families.54 

	• Several tech startups have experimented with rent-to-own models. Some startups lend families credit 
toward a down payment, which gives prospective homebuyers a financial boost to close on the home and 
reach homeownership.55 
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	• Some nonprofit lenders have begun offering lease-purchase options and are advertising them as having 
manageable monthly payments that help prospective homeowners build equity.56  

Ultimately, however, efforts to leverage alternative home financing and put homeownership within reach are 
mostly new and scattered, and researchers need more evidence to substantiate their benefits.

Policies to strengthen alternative financing safeguards mirror mortgage 
protections
Some legal experts, researchers, consumer advocates, and lawmakers support policies to make alternative 
financing function more like mortgages. One of the most discussed measures, as noted earlier, is requiring the 
recording of alternative financing contracts. 

Various federal and state programs provide examples of the importance of recording. Several states offer a 
“homestead” or property tax exemption for a residence, but only the legal, recorded property owner—and 
not necessarily the resident—is eligible. Further, during the COVID-19 pandemic and resulting recession, 
homeowners who had used alternative arrangements were not explicitly covered by the loan forbearance 
provisions in the federal 2020 Coronavirus Aid, Relief, and Economic Security (CARES) Act, which protected 
millions of mortgage holders from foreclosure, or by most state relief laws or policies because their purchase 
contracts were not part of the public record.57 Similar exclusions also occur after natural disasters when 
alternatively financed buyers are denied federal and state home repair funds because they do not the hold deed 
or title to their homes and so cannot demonstrate homeownership. 

More recently, the U.S. Department of the Treasury in August 2021 issued guidance on the Homeowner 
Assistance Fund, which makes money available to eligible entities, including states, to “prevent mortgage 
delinquencies and defaults, foreclosures, loss of utilities or home energy services, and displacement of 
homeowners experiencing financial hardship after Jan. 21, 2020.”58 Treasury included as eligible any homebuyers 
with land contracts or loans on manufactured homes as long as the loans meet the department’s guidance and 
the applicable state law’s definition of a mortgage. Although the guidance should provide access to federal 
assistance for some homeowners who live in manufactured housing or bought homes using land contracts, 
the benefits will apply only if the relevant state, tribal, or local governments also specifically include such 
homeowners in their funding applications and eligibility criteria.

Other policy proposals to improve alternative financing include requiring that homes meet local habitability 
standards, mandating presale appraisals to assess the property value, and ensuring that sellers pay off liens 
before the sale.59 In addition, some academics have suggested that states limit evictions of buyers who used land 
contracts and allow those financing agreements to convert to mortgages under certain conditions, such as after a 
predetermined number of payments are made.60  

Advocacy groups such as NCLC have developed comprehensive policy recommendations and encouraged 
specific safeguards to ensure that buyers can recoup their equity, such as through a refund of payments, if a 
contract is breached.61 These include disclosure of all costs and of properties’ habitable conditions as well as 
strict penalties for noncompliance with any new recording requirements.

Yet despite the strong localized evidence of problems with alternative financing, persistent research gaps 
pose challenges for lawmakers seeking to enact policy solutions. For example, scant information is available 
on the prevalence of these arrangements or on borrower demographics, banking status, credit profiles, and 
general experiences and outcomes using these arrangements. Further, limited documentation of alternative 
arrangements and wide variation in state laws have hampered systematic evaluations of the harms that 
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consumers face, the costs to families, or the prevalence of contract terms that can mire borrowers in debt 
and legal disputes. Research that targets these information gaps could help clarify which reforms would most 
effectively address urgent problems.

In addition, even though many alternative home financing products have a long history, information about 
borrower outcomes remains limited. Despite businesses and nonprofits’ renewed interest in using these models 
as a tool to expand access to homeownership, virtually nothing is known about the share of families that actually 
end up owning their homes when using these agreements. Relatedly, most of the available research compares 
alternative financing payments with those for mortgages but not with local rent prices. And studies have typically 
not focused on borrowers’ experiences or preferences when exploring alternative financing options compared 
with those of mortgage borrowers. Lastly, most of the available research concentrates on site-built houses 
and excludes manufactured homes, but a recent update to national mortgage data has allowed researchers to 
conduct more in-depth analyses of manufactured home financing.62

Conclusion
The bulk of the available research demonstrates that alternative financing products are more expensive and have 
weaker consumer protections than mortgages. The evidence also suggests that a dearth of small mortgages may 
have fueled the development and growth of alternative financing. 

Although the evidence clearly indicates frequent poor outcomes associated with alternative home financing and 
a few organizations have proposed comprehensive oversight of these arrangements, persistent research gaps 
related to borrowers’ experiences have obscured the precise policy interventions required to improve the results. 
And at the same time, more research is needed to identify the circumstances, if any, under which alternative 
financing may provide net benefits to consumers.  
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