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As “lock-in” eases, will the housing market roar?
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“Lock-in effect” drives housing inflation
Year-over-year (YoY) owner’s equivalent rent inflation, “Lock-in” mortgage spread since 2000 (right-hand side (RHS))
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Source: BofA Global Research, Bloomberg
Note: “Lock-in” mortgage spread = spread between Freddie Mac 30-year mortgage rate and effective mortgage rate
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What’s driving housing inflation? There is a large gap between the mortgage rate facing new borrowers and the average
“effective” rate that existing borrowers are paying. As a result, many homeowners are “locked in” and have little incentive to

expose themselves to higher rates through a move. In turn, the low housing supply that the “lock-in effect” fosters results in
upward pressure on home prices.

But there is historical precedent for a turnaround. In fact, back in the 1980s, when Fed Chairman Paul Volcker tamed inflation,
longer-term mortgage rates fell sharply, sparking a recovery in the housing market and home price inflation. As such, BofA Global

Research suggests that if current mortgage rates were to drop to the 5% range, existing home supply could increase by 20-30%,
putting downward pressure on housing price inflation.

To read more about the “lock-in effect,” see our analysis: On the move: Still waiting for the thaw.



https://institute.bankofamerica.com/economic-insights/on-the-move-q2-2025.html?utm_source=Email_Institute&utm_medium=Email&utm_campaign=Daily_Insights_spending_September_25&utm_content=090325_n_07_economic-insights/on-the-move-q2-2025.html
https://institute1.bofa.com/C?q=Riwygs8nV3Q&t=ada
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