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Abstract

We present evidence that high concentration in mortgage lending reduces the sensitivity of mortgage rates and
refinancing activity to mortgage-backed security (MBS) yields. We isolate the direct effect of concentration and rule out
alternative explanations in two ways. First, we use a matching procedure to compare high- and low-concentration
counties that are very similar on observable characteristics and find similar results. Second, we examine counties where
bank mergers increase concentration in mortgage lending. Within a county, sensitivities to MBS yields decrease after a
concentration-increasing merger. Our results suggest that the strength of the housing channel of monetary policy
transmission varies in both the time series and the cross section. In the cross section, the owverall impact of a decline in
MBS yields is only 42% as large in a high-concentration county as it is in an average one. In the time series, a decrease
in MBS yields today has a 32% smaller effect on the average county than it would have had in the 1990s because of
higher concentration today.
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