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Conceptual “Model” of Housing Lifecycle

• Inspired by Fonseca, Liu, and Mabille (2024)’s average path
• “Born” as a renter
• Eventually buy a starter home
• Then, upgrade to a “step-up home”
• Finally, downsize

• Direct effect of lock-in: homeowners stay put
• Starter homeowners don’t buy step-ups 
• → don’t vacate the home that renters were going to buy → net demand → house prices 

• Higher house prices + higher mortgage rates: fewer transitions into homeownership
• Renters “locked into” the rental market indirectly
• → net demand for rental units → rents 

• Prediction: markets with larger current rate – origination rate gaps will have higher 
rental prices



Cross-Sectional Test of the Prediction

• Two Similar Houses Up For Rent in Sep 2022
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• Orange house neighbors bought 
their houses when mortgage 
rates were low
• more “locked in” than blue house 

neighbors

• Finding: orange house is more 
expensive to rent

2013 2015 2017 2020 2021



Mechanism

• Homeowners who bought in 
2015 and 2017 are more likely to 
move than 2020/2021 buyers

• Larger potential purchase 
inventory in the blue sub-
neighborhood

• Less competition for rental units

• Lower rents

2013 2015 2017 2020 2021



Large effect!

• When rental unit A is 
surrounded by houses whose 
owners would have to pay 10% 
more per month to buy the 
same house today than a rental 
unit B’s neighbors, A’s asking 
rent is 3.5% higher than B’s

• Specifications without time fixed 
effects less convincing, I think
• But why are 2021-2023 estimates 

lower?



Mapping “Model” to Data

• State variable: degree of lock-in

• Empirical test uses the panel of LA housing markets
• Market := Every 0.5mi circle around every rental in every neighborhood in every month 

• Every market has a different realization of the state variable

• Both geography and time series act as sources of empirical variation

• To identify the “model” parameters using this test, need to assume that
1. Degree of lock-in is the only difference between markets

(after controlling for observables)

2. No substitution between markets (either across geography or across time)



1. Omitted Variables

• Neighborhood X Time Fixed Effects: residual variation in last transaction 
date of nearby houses is spatial and very local

• Example: west side of the neighborhood has better green spaces
• Made houses there more sought-after by families with kids during covid (2020-21)
• More turnover at the time of low interest rates → more lock-in
• Still more sought after by those in the rental stage of lifecycle → higher rent

• Argument against: lack of Moran’s spatial autocorrelation
• In my example, lock-in would gradually decrease as you get further east. It doesn’t.
• Or does it? Spatial correlation in lock-in at house vs. market level…

• Which fixed effects to include? The owned house’s neighborhood or the rental’s?

• More directly measure transmission of housing → market dispersion in lock-in



Implications of Spatial Correlation

• Null hypothesis: timing of housing 
purchases (and hence lock-in) 
randomly spatially assigned

• Then, variation in market-level 
lock-in is due to granularity

• Geographically broader market → 
smaller variation

• Simulate under the null

• Compare to data – less steep 
descent is evidence of spatial corr.
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2. Substitution Across Space

• What is the elasticity of 
substitution between the west 
and the east markets (sub-
neighborhoods of Los Feliz)?
• Probably not 0

• Higher lock-in in west should 
drive up prices and rents in east 
as well

• Paper’s estimates are a lower 
bound of the aggregate effect

• By how much?



2. Substitution Across Time

• Response of housing inventory 
to mortgage rates has complex 
dynamics

• Expect ongoing decline in 
inventory?
• Rush to buy/rent now → static 

analysis overstates effect

• Expect mean reversion?
• Wait → static analysis understates 

effect



Prop 13: Another Kind of Lock In

• In CA, property taxes only get reset 
at purchase

• House price appreciation creates 
an asset 
• = PV [tax rate * (current price – 

adjusted purchase price)]
• Asset lost upon sale
• Reason not to sell
• Reason to rent out → increase in 

rental supply?

• Does not get absorbed by fixed 
effects → include as control

Neighborhood and Year of Purchase create 
substantial variation in “Prop 13 Lock In”

Corr(Prop 13 Lock In, Mortgage Lock In) = ?



Conclusion

• Prevalence of fixed rate mortgages in the U.S. creates a unique 
challenge for monetary policymakers as they raise rates

• “Lock in” affects not just homeowners/buyers but also renters
• Who tend to be younger and lower income → implications for inequality

• Convincing evidence of spillovers into rental markets

• Highly recommend you read the paper!
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