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WHAT IS PRICE ELASTICITY?
Over the course of the COVID-19 Pandemic chances are you have experienced
some form of price elasticity taking place in the free market. Price Elasticity is
defined as the change in consumption of a product as a result of a change in
price of that product. Mathematically, this measurement is calculated in a range
from 0 to 1, with a 0 being perfectly inelastic, and 1 being perfectly elastic. An
inelastic good is one in which an increase in the price of the product does not
result in a loss in demand for that product, and vise versa. Oppositely, an elastic
good is one in which a small change in the price of a good results in a large
change in demand for that good. Typically, an elastic good is considered a
luxury item, or non-essential, and often has several available substitutes, while
inelastic products are usually deemed more of a necessity. Goods with elastic
demand might include soft drinks, movie tickets, or luxury cars. Toilet paper,
gasoline, and medication are great examples of inelastic goods, as most people
living through the pandemic can attest to: an increase in the price of these goods
will not drive the consumer away, at least not to the extent that an elastic good
would. Keep in mind the elasticity of the housing market varies by price range,
with the lower ranges being more sensitive to changes in price.

HOW DOES THIS APPLY TO THE HOUSING MARKET?

Let's visit the Econ 101 concept, Supply and Demand, for a second. In theory, when
the price of a good increases, the supply of a good will also increase until it
reaches a point of equilibrium. If this concept were to translate to the housing
market, an increase in the price of homes on the market, a.k.a appreciation, would
result in an increase in the number of homes coming on the market. However, if
you have been watching this year's housing market, you would know that has not
been the case. We are seeing record low levels of inventory in 2021. Yet, in May of
this year, U.S. home price appreciation reached 16.6% percent, its highest level
since tracking began in 1988. A couple of key factors in the market are driving
housing towards a perfectly inelastic stasis. The first of those being record-low
interest rates. The Federal Reserve has done its best to prop up the housing market
with affordable rates. As a result, lower rates allow families to afford more home,
ultimately meaning they become less sensitive to changes in price. The second of
the two factors is the number of available substitutes or lack thereof. Typically, a
market flooded with homes results in less of a willingness to pay full price, or even
over asking, because there are a number of other suitable homes available to
choose from. However, with so few options available today, buyers must increase
their willingness to pay more for a home, once again desensitizing themselves to
rising prices. While low elasticity levels are great for homeowners looking to sell, it,
unfortunately, creates a shift in power, where the sellers get to call the shots, and
buyers have to bid on multiple houses to find their next home.

