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Chapter 6

Elasticity in economics is the aggregate quantity change demanded in relation to the movement of price of the specific good or service. When quantity demanded changes drastically due to variation in price, such a product is considered elastic. The housing market is vulnerable various economic factors such as the rise in number of people looking to purchase a home or when the number of listed homes outdo the number of interested buyers. Since homes are mostly the biggest purchase for most people, their effect on the demand is relatively high. In short, housing tend to have relatively high elasticity of demand. Kokemuller & Donohoe (2019) gives an account of how elasticity goes up significantly as one goes up the price range since people with more disposable income are ready to spend any amount to get whatever they want. This is not true with low or middle-class earners who have more budget restrictions and a small price change is likely to affect demand. 
According to (Sen, 2016) the question whether housing is a luxury or a necessity is becoming blurry with time. This is because some of things people considered necessity in the past are not anymore and housing is no exception. A car and an L.E.D light are best examples of consumables that have changed tune. Mitsch (2015) confirms the same sentiment, pointing out that housing is not a luxury anymore. According to (Mitsch, 2015) the house crisis experienced in Bay Area, Santa Clara is a reflection of the housing bubbles that has led to rents rising by 50% since 2010. The Santa Clara situation is a reflection of demand rising past the available housing supply. 
According to (Kokemuller & Donohoe, 2019) a decrease in loan interested rate is likely to increase elasticity of demand in the housing sector. This is because low interest make the loans more attractive since the cost of borrowing decreases. This means more people are able to afford larger loans and stretch more on house acquisition. On the other hand, the rise in mortgage rate make borrowing expensive leading to more inelastic demand. How housing prices vary with interest rate is shown in the graph below.
Figure 1: Housing prices verses interest rates
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Apart from price, the property demand is affected by several factors such as population, household’s income, social trends, interest rates, credit availability, fashion, price of substitutes and expectations. 
Chapter 8
The housing sector is highly influenced by trends in supply and demand. The property prices is therefore dictated by the law supply and demand. That means when supply goes down, the price is likely to rise. In the housing industry, supply shortage is likely to generate bidding war which increase the price even further as the purchasing parties try to outbid each other. In simple terms, whenever high demand is experienced in an environment the supply is low, the prices tend to rise. 





Housing elasticity: is housing a necessity or luxury? What happens when interest rates decreased? Use graphs chapter 6
Supply side: how were prices affected when supply went down? Use graphs (chapter 8)
What was the new aggregate equilibrium price?
Government: did we really need the government to interfere? Chapter 13
Chapter 13
The cause of 2008 recession raise serious controversy and disagreement especially on the cause of economic collapse. According to (Salsman, 2013) the assumption by many researchers that free-market capitalism was the cause of recession is misguided. Salsman (2013) believe people need to acknowledge the real cause of bubble burst in 2008 which was government intervention in the market. The government intervention in the market was a reckless move that was compound by worst miscreant move in the name of a bailout. Federal Reserve’s disruptive manipulations of interest rates coupled by massive subsidies and regulations in banking, housing, and mortgages might have been the trigger. 
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