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Demand and supply housing market
The law of demand and supply explains the relationship existing between the supply and demand of a god or service and how their relationship affects the price. The housing market is influenced by the forces of demand and supply and hence serves as a perfect example of how demand and supply works within an industry. In cases were the demand for housing is high and the supply is low, the prices for homes tend to rise. When the price of the housing decreases, demand increases. 
1. Identify and explain two factors that have caused a shift in the demand curve. Illustrate the impact on the market using supply and demand curves. (8 marks) 
Demand curve shifts are caused by factors other than price of the housing. An increase in demand will cause the demand curve to shift to the right of the demand curve. A decrease in the demand causes a vice versa effect where a shift is on the left of the demand curve. Two of the factors that can cause a shift in the demand curve of a housing market are the incomes of the people and the changes in expectations of future prices of the houses. 
a) Income of people
Demand for housing will depend on the incomes of individuals. The higher the income, the higher the demand for goods. Increasing incomes mean that people are able to afford to buy or spend more on housing. Since demand for housing is a luxury good, a rise in income will cause a significant percentage in rise in demand. When the rise in income of the people increases the demand, then the demand curve tends to shift rightwards or rather upward. When income decreases, demand decreases hence the demand curve shifts to the left. Increase in people’s income means that the purchasing power is high therefore people can afford to buy more. Therefore, increase in income has a positive effect on demand of housing.  
[image: https://saylordotorg.github.io/text_macroeconomics-theory-through-applications/section_08/3f6db00f2c0d4dcfa16bab46ba6f8bf0.jpg] 
This figure illustrates that demand curve shifts to the left due to decrease in the people’s income. The purchasing power is low hence people cannot afford to buy more houses. 

[image: The graph represents the directions for step 3. An increased income results in an increase in demand, which is shown by a rightward shift in the demand curve.]
This figure illustrates that increases in income shifts the demand curve to the right. More consumers are able to afford to buy more houses.


b) Changes in Expectations about Future Prices
Another factor that affects the demand curve is the expectations about the future prices of houses since this can affect demand for the houses. If the buyers expect that the future prices of the houses will rise due to unexpected economic or other conditions, then they would demand more of the houses presently so that they do not pay more prices for the same house. This effect will cause a shift in the demand curve towards the right. The same is true when the expected future prices of the houses is likely to fall, then the demand for the houses will presently be postponed hence causing a shift in the demand curve towards the left.
[image: The graph represents the directions for step 3. An increased income results in an increase in demand, which is shown by a rightward shift in the demand curve.]
This figure illustrates that expectations in decrease of future prices of houses in shifts the demand curve to the right. More consumers are able to hold the purchase of houses presently and afford to buy more houses at the future price.
2. Identify and explain two factors that have caused a shift in the supply curve. Illustrate the impact on the market using supply and demand curves. (8 marks) 
Several factors can cause the supply curve to shift position.in the case of housing market, an increase in supply will cause the supply curve to shift to the right. When the supply decreases, the supply curve shifts inwards or rather to the left. Shift in the supply curve of housing market can be cause by several factors including changes in government regulations, weather conditions or cost of production.
a) Government regulations
If the changes in government regulations are such that it makes it harder for building houses, then the shift in supply curve of the housing market will be towards the left. This means that the government regulations cause a decline in house supply. If the government regulations encourage more house building, the supply curve faces a rightward sift because more houses can be supplied. 
b) Weather conditions
Bad weather conditions could cause delays in house constructions or damage the constructions in the process. Bad weather condition factor causes the supply curve of houses to shift leftward. This means less houses can be supplied. The opposite is true. Good weather conditions favor fast construction hence there will be more houses available for supply. This reason will see the supply curve of the houses shift towards the right. 



[image: https://saylordotorg.github.io/text_macroeconomics-theory-through-applications/section_08/4af5e44bce11069fd4e2fb61dd618c0d.jpg]
Fig 2. Illustrates that bad weather conditions and unfavorable government regulations cause a leftward shift of the supply curve of houses. 
3. Identify and explain one government intervention relating to this market. Explain the government’s economic objective and illustrate the impact on the market using supply and demand curves. (4 marks)
Subsidies. The government gives subsidies to encourage production and consumption. Depending on the demand elasticity, the subsidy effect is intended to reduce price and increase output. The effect of the subsidies in demand and supply sides on the housing market can be illustrated using the demand and supply curves. 



Subsidies on the demand side 
[image: https://www.theigc.org/wp-content/uploads/2018/01/fig1housinga.png]
In the figure above, when housing providers fail to respond to the price rises through supply of more housing, the supply curve S will rise upwards steeply. If the demand side subsidy shifts demand from D 1to D2, the market equilibrium is also moved from point A to B. this effect therefore will cause an increase in price of the houses rather than increase in quantity delivered. The housing suppliers will reap profits from the price rise. 
 Subsidies on supply-side
[image: https://www.theigc.org/wp-content/uploads/2018/01/fig2housing.png]
If a supply side subsidy seeks to reduce the price at which the subsidized suppliers are willing to provide housing quantity, the supply curve shifts from S1 to S2. The market equilibrium also, moves from A to B hence causing the price to decline and quantity delivered increases. 
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