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Abstract:

This paper investigates the housing channel of monetary policy. We trace high
frequency monetary policy shocks through short-term rates into mortgage borrowing
costs and then estimate how these shocks propagate jointly across U.S. rental and
ownership markets. Higher mortgage rates reduce prices and the homeownership rate,
while rents rise and rental units lease faster. New rental listings and buy-to-rent
purchases also increase. We rationalize these joint responses in a search model with
endogenous tenure choice and investor entry. Higher borrowing costs shift marginal
households into rental search, raising rental-market tightness and rents. Higher rents,
in turn, induce investors to reallocate housing towards the rental market, expanding
rental supply while cushioning the decline in house prices.



