                                              Principles of construction Economics
TASK-01
1.1-Explain the economic principals mentioned above in relation to construction industry.
Needs / wants 
· Needs 
[image: Sneaker Animation][image: Pizza Animation]People have a limited number of needs which must be satisfied if they are to survive as human beings. Some are material needs, such as food, liquid, heat, shelter and clothing. Others are psychological and emotional needs such as self esteem and being loved. People’s needs are finite. However, no one would choose to live at the level of basic human needs if they could enjoy a higher standard of living. 
[image: House Animation]        Example:	
            Food, liquid, heat, shelter and                 clothing.     
       Food                clothing                      shelter 
· Wants 
The method of satisfy that needs are known as wants. They are satisfied they are needs from the resources what they have. This is because human wants are unlimited. It doesn’t matter the richest individual in the world, there is always something which he or she wants more of. This can include more food, a bigger house, a longer holiday, a cleaner environment, more love, more friendship, and more self esteem, greater fairness or justice, peace. 

Example:
          More food, a longer holiday, a cleaner, environment, more love, more friendship, Good healthy care,
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Free goods and scare goods
Few goods are so plentiful that no body will give anything for them. Air, perhaps, etc. These are calling ‘free goods’ and usually, goods are scarce-they can be obtained only by going without something else. With such goods we have to ‘economise’, and so they are often referred to as ‘economic goods’. It is worth nothing; however, that over time there is no hard and fast dividing line between economic and non economic goods.
Economic problems
Since resources available are limited there arise some problems which every country has to solve be it a developed or developing. These are known as basic economic problems
All countries are facing their economic problems, There are,
· What is to be produced
· How is to be produced
· To whom is to be produced

What is to be produced
This problem involves resource allocation. That is how land, labour, capital and enterprise are allocated to produce different goods, whether it is tea or coffee. Once we decide on the product we have to allocate resources to producing that particular good or service.
How is to be produced
This involves choosen the production techniques. There are basically two types of production techniques. They are,
· Labour intensive technique :- Here labour is used more extensively than other  
                                                       production factors 
· Capital intensive technique :- Here capital is used more extensively than other  
                                                       production factors 

To whom is to be produced
This involves distributing the goods or services produced in the country. That is whether we export or use for local consumption. Or the products are meant for rich people or poor people.

Construction industry and economics
Resources can divide in to four parts,
· Land
· Labour
· Capital
· Enterprise
If we consider these resources, these are very important for the construction industry. So while we studying about economics, we can improve our knowledge widely about resource allocations with the proper way and profit maximization and so many relevant things. While we are using the land for construction, we should consider the maximum usage of the land. And other resources also same like land. 
Land
It is a natural resource. Naturally occurring goods such as air, water, land surface and minerals lying beneath the earth's surface are called Natural Resource. Those are used in the creation of products. In our construction industry, this natural resource is used to build the building structures. For example sand, water and metal are taken from this land which is a natural resource.
Labor

 Is human effort-physical and mental which is directed to the production of goods and services. When we are considering real world economic problems it is necessary to treat labor somewhat differently from other factors. We cannot treat them like machines, because they have individual freedom and human rights. The supply of labor available to an economy is not the same thing as the number of people in that community. All labors cannot be specialized in various works. So to provide different goods and services we need different kinds of labors. If we take a construction company there lots of labors like masons, carpenters, painters, plumbers, electricians, etc. they are specialized in various works.






   	Capital 
Capital in its made by man and that its amount depends mainly on economic decision. The term capital is used to describe to all those instrument of production which are deliberately made by man to carry on production in the future.  Capital goods are built, bought or sold as direct Factors of production in order to produce consumer goods or further capital goods. It capital can divided two categories. These are fixed capital and circulating or working capital. The fixed capital is providing services during that life time. Plant and equipment are main part of fixed capital. Circulating or working capital means production process. So it is waiting for use. If other resources as land or labour productions improved. It will regarded increasing of capital.

           The Entrepreneur
	
The entrepreneur is owner of the one man business in the earlier stage. But today business is not on one man business. So is someone who organizes the other inputs to initiate the process of production. His decisions are always based on an attempt to maximize profit. It is clear, therefore that the entrepreneur is a special type of factor of production. Those people who take risks by introducing new products and new ways of making old products. Enterpreneship is the main resource which is responsible for bring in to gather to other resources & organizing them, from this resource that can get a good satisfaction from they needs. Time is a scare resource for peoples, their allocating their time according to their needs and wants.










Few economic concepts for construction industry

· Scarcity of resources
· Opportunity cost
· Profit maximization
· Income
· Taxes
· Government policies
· Different types of market for purchasing materials with good quality and less price
· Demand and supply of materials and other sources etc..

So, economics is important not only for construction industry but also to all fields in human life. Every one should know about economics as a part of life.















1.2-
Opportunity cost
When economists refer to the "opportunity cost" of a resource, they mean the value of the next-highest-valued alternative use of that resource. If, for example, you spend time and money going to a movie, you cannot spend that time at home reading a book, and you can't spend the money on something else. If your next-best alternative to seeing the movie is reading the book, then the opportunity cost of seeing the movie is the money spent plus the pleasure you forgo by not reading the book.
The real cost of choosing one thing and not another is known as “opportunity cost”. This measures the benefit you could have had from next best alternative you have gone without. Opportunity cost arises not only when we buy things, but also when we choose what goods and services to produce. For example, in deciding to use a piece of land to build a apartment, we may be going without the benefit of new shopping complex.

	Units of returns with existing farming
	Units of return from development of the land

	0
	35

	30
	30

	50
	25

	67
	20

	82
	15

	90
	10

	95
	10

	100
	0
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Unit of existing farm = 30
Unit of development the land = 30
Unit of existing farm = 95
Unit of development the land = 5


Opptunity cost for existing farm =    30 – 5    =       25   =   0.38
                                                            95 - 30             65


Opptunity cost for development land =   95 – 30    =    65   = 2.6
					       30 - 5	   25

Above production possibility curve shows the usual shape of the production possibility curve. The curve will be a straight line as drawn to the origin of the graph. In this situation is resources are able to switch easily from existin farme batter than development of the land. So here the best project existin farming. 



















1.3-Explain the advantages,limitation and the features of the following economics systems.
How a country decides what to produce, how to produce and for whom to produce is called its economic system. These systems are designed by people. Many types of economic systems are available in the world. They are 
· Command economy
· Market economy 
· Transformation economy
Command economy 
In a centrally planned also known as command economy. The decision and choices about recourses allocation are made by the state. Money values are attached to resources and to goods and services, but it is the government that decides what resources should be used how much should be paid for them what goods should be made and what their price should be. Although then individual might be allowed to own some personal possessions, most kinds of wealth would be available for ownership by the state .In centrally planned or command economy, the government fixes the quantity of each good to be produced and the price at which it is sold. It decides how many resources should employed in producing the goods .The state even decided how each worker is to specialize. 
Advantages
· Citizens are looked after by the government.
· Socially harmful goods and services minimum.
· Artificial competition and relate resources wastage avoided.
Disadvantages
· Low economic growth as a result
· Poor quality goods and services.
· Environment neglected.
· No motivation to work hard.
Market economic 

A market economy is an economic system which resolves the basic economic problem mainly through the market mechanism.  There are a remember of key characteristics of the system.  The four main types of actors within the system and consumers, producers, owners of private property and government. In approve market economy, consumer’s producers and property owners are motivated by pure self-interest. Their decisions are based upon private again. Consumers aim to maximize profit. The owners of the factors of production aim to maximize their wages, rents, interest and profits. Government on other hand is assumed to be motivated by considerations of the good of the community and not by self-interest. If seeks to maximize social welfare. 
	Competition will exist if economic units are free to allocate their resources as they wish. Producers will have to complete for the pending ‘votes’ of consumers. Workers will have to compete for the spending votes of their employers. Those wishing to borrow money will have to compete with everyone else who wishes to borrow. Because individual economic agents are free to choice how they wish to allocate resources, decision making within a market economy rather pre allocation of resources is the result of countless decisions by individual economic agents.
Summary
Market economics - an economy in which most of the economics activities are by public factor.

Advantages market economic system

· Properties are private owned , so the production will be encouraged
· Resource usage become efficient , because of competition
· Based on profits productions are provided, so the new techniques will introduce while minimizing the expenses
· Production of new and good quality goods will be encouraged
· It encourages the use of new and better techniques to produce goods and services
· Skilled laborers will be encouraged
· Producers have freedom to choose their favorite jobs

Disadvantages of free market economy 
Based on profit base productions are provided so allocation of resources become worse (ex. Production of bad goods)
· It can fail to provide certain goods and services
· Skilled labors will be motivated at the same time unskilled labors will demotivated
· Usage of machineries will increase to maximize profit so unemployment will increase
· Inflation can occur because it does not have the control prices
· It can encourage the consumption of harmful goods

Transformation economy 
In the Transformation Economy, the customer is an aspirant seeking some form of real and meaningful personal change. In the Transformation Economy, the provider is an elicitor, supporter, or guide is he or she a personal trainer, coach, therapist, gardening coach, lifetime financial advisor etc. If the Experience Economy is the commercial expression of the networked Knowledge/Information Age.

Advantages 

· more investment and can use express knowledge to increase investment 
· economic stabilization

Disadvantage 

· Privatization
· Encourage social changes
·  Unemployment





TASK-2
2.1- Explain how demand and supply interact to determined market price.
Demand
Demands are wants for specific products that are backed by an ability and willingness to buy them. The amount of a commodity that household wish to purchase is called the Quantity demanded of that commodity. 
Law of Demand
The inverse relationship between price and quantity demanded. When the price increases quantity demand decreases and when the price decreases quantity demand increases.   
Supply
Amount of a good or service that firms are able and willing to offer for sale is known as quantity supply of that good or service.
Law of Supply
The positive relationship between price and quantity supplied. When price is increases quantity supply also increasing and when price is decreases quantity supply also decreases.
Market Price of Floor Tiles
Equilibrium is the point where the buyers and sellers agree on the price and quantity. The market price of a good is determined by both the supply and demand for it.










Market Equilibrium 
Having discussed what factors determine and demand and supply, we must now discuss how demand and supply intract in the market to determine the price of a good and amount of it which is bought and sold. We have seen that demand supply are like two forces pulling in opposite directions. They are balanced or in equilibrium at the market price where the amount supplied. This prices usually called the equilibrium price and amount demanded and supplied at this price the equilibrium amount. Which might satisfy the conditions either of demand or of supply separately. There for cannot be established in the market.

Qd =800 - 30P
Qs = 200 + 20P
Qd = Qs (when demand & supply meet at the same time, Qd=Qs)

800 - 30P = 200 + 20P
600 = 50P
 P=12

So the market price for floor tiles= 12
Qd = 800 – 30 x12
      = 440

Qs = 200 + 20 x12
     = 440
                               Table -2 ( Quantity demand and quantity supply schedule)
	
      PRICE
	
Qd
	
Qs

	04
	680
	280

	08
	560
	360

	12
	440
	440

	16
	320
	520

	20
	200
	600

	24
	80
	680



The price level of a good essentially is determined by the point at which quantity supplied equals quantity demanded. To illustrate, consider the following case in which the supply and demand curves are plotted on the same graph.

             
                                                                  Equilibrium price & quantity  
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)On this graph, there is only one price level at which quantity demanded is in balance with the quantity supplied, and that price is the point at which the supply and demand curves cross.
The law of supply and demand predicts that the price level will move toward the point that equalizes quantities supplied and demanded. To understand why this must be the equilibrium point, consider the situation in which the price is higher than the price at which the curves cross. In such a case, the quantity supplied would be greater than the quantity demanded and there would be a surplus of the good on the market. 

Suppose the sellers lowered their prices below the equilibrium point. In this case, the quantity demanded would increase beyond what was supplied, and there would be a shortage.
The equilibrium point must be the point at which quantity supplied and quantity demanded are in balance, which is where the supply and demand curves cross. From the graph above, one sees that this is at a price of approximately £75 and a quantity of 600 units.
Equilibrium Price =12
Equilibrium Quantity = 440

	




















2.2- Describe factors which influence elasticity of demand and supply 
Elasticity
This measures the responsiveness of quantity to a change in price, income and prices of other goods. The degree to which a price change for an item results from a unit change in supply (called supply elasticity) or a unit change in demand (called demand elasticity).
Elasticity = (% change in quantity / % change in price)

Influences on the Elasticity of Demand
The Availability of Substitutes 
This is probably the most important factor influencing the elasticity of a good or service. In general, the more substitutes, the more elastic the demand will be. For example, if the price of a floor tile went up by Rs.130, consumers could replace their floor with the cement rendering. This means that floor tile is an elastic good because a raise in price will cause a large decrease in demand as consumers doing floor rendering instead of floor tiles.
Amount of Income Available To Spend On the Good
This factor affecting demand elasticity refers to the total a person can spend on a particular good or service. Thus, if the price of a cube of fine aggregate goes up from Rs.3500 to Rs.7000 and income stays the same, the income that is available to spend on fine aggregate, which is Rs.14000, is now enough for only for two cube rather than four cubes of fine aggregate. In other words, the consumer is forced to reduce his or her demand of fine aggregate. Thus if there is an increase in price and no change in the amount of income available to spend on the good, there will be an elastic reaction in demand; demand will be sensitive to a change in price if there is no change in income.
The Period of Time
If the price of cigarettes goes up Rs.120 per pack, a smoker with very few available substitutes will most likely continue buying his or her daily cigarettes. This means that tobacco is inelastic because the change in price will not have a significant influence on the quantity demanded. However, if that smoker finds that he or she cannot afford to spend the extra Rs.120 per day and begins to kick the habit over a period of time, the price elasticity of cigarettes for that consumer becomes elastic in the long run.



Degree of Necessity or Luxury
Luxury products tend to have greater elasticity. Some products that initially have a low degree of necessity are habit forming and can become "necessities" to some consumers.

Influences on the Elasticity of Supply
Spare Production Capacity
If there is plenty of spare capacity then a business should be able to increase its output without a rise in costs and therefore supply will be elastic in response to a change in demand. The supply of goods and services is often most elastic in a recession, when there is plenty of spare labour and capital resources available to step up output as the economy recovers. 
Time Period
Supply is likely to be more elastic, the longer the time period a firm has to adjust its production. In the short run, the firm may not be able to change its factor inputs. In some agricultural industries the supply is fixed and determined by planting decisions made months before, and climatic conditions, which affect the production, yield.
Stocks of Finished Products and Components
If stocks of raw materials and finished products are at a high level then a firm is able to respond to a change in demand quickly by supplying these stocks onto the market supply will be elastic. Conversely when stocks are low, dwindling supplies force prices higher and unless stocks can be replenished, supply will be inelastic in response to a change in demand. 
The Ease and Cost of Factor Substitution
If both capital and labour resources are occupationally mobile then the elasticity of supply for a product is higher than if capital and labour cannot easily and quickly be switched.






2.3-A consumer would like to spend his income on many products some of the products have been given as follows. Find the consumer equilibrium from the given data.
Food items – fi
Utility bills – ub
Consumer income per month- $1250
Price of items (Pfi) - $ 10m
Price of utility bills (Pub) - $ 3m

                           Table – 3 (Marginal Utilities (MU) have been given)
	Units
	50
	100
	150
	200
	250
	300
	350
	400

	MUfi
	40
	35
	30
	25
	20
	15
	10
	05

	MUub
	24
	21
	18
	15
	12
	09
	06
	03




The consumer equilibrium
The purpose of consumer is to maximize the acceptable level on their spending. The consumer will purchase goods pending the last spent on each brings the same increase in value It means, purchase goods until the marginal utility gained by his last spent on one good is equal to the marginal utility gained by the last spent on each other good. 
Usually most of the consumers are satisfy there needs and wants by using goods and services, in economics satisfaction can be measured by using utility

Condition 1					MUfi  = MUub
						 Pfi	  Pub

Condition 2			Income = (Qfi x Pfi) + (Pub x Qub) 






                                                                 Table - 4
	Units of product (Q)
	Marginal utility of fi (MUfi)
	Marginal utility of up (MUub)
	MU per $ 10m.
(MUfi/Pfi)
	MU per $ 3m.
(MUub/Pub)

	50
	40
	24
	40/10 = 4.0
	24/3 = 8.0

	100
	35
	21
	35/10 = 3.5
	21/3 = 7.0

	150
	30
	18
	30/10 = 3.0
	18/3 = 6.0

	200
	25
	15
	25/10 = 2.5
	15/3 = 5.0

	250
	20
	12
	20/10 = 2.0
	12/3 = 4.0

	300
	15
	9
	15/10 = 1.5
	9/3 = 3.0

	350
	10
	6
	10/10 = 1.0
	6/3 = 2.0

	400
	5
	3
	5/10 = 0.5
	3/3 = 1.0



	MUfi / Pfi = MUub /   Pub
	Qfi
	Qub
	(Pfi. Qfi) + (Pub. Qub ) = Income

	1
	50
	250
	         ( 10 x 50) + ( 3 x 250) = 1250

	2
	150
	300
	       ( 10 x 150) + ( 3 x300)  1250

	3
	250
	350
	       ( 10 x 250) + ( 3 x 350)  1250

	4
	350
	400
	       ( 10 x 350) + ( 3 x 400)  1250





Consumer equilibrium is
Qfi = 50 unit		                                                 
Qub= 250 unit
Above calculation it is clearly visible that the equilibrium point. Consumer will be at the equilibrium, if he spends his income to buy 50 food itemsand 250 utility bills.







TASK-03
3.1 - Identify the appropriate macroeconomic concepts to explain the measurement and determination of national income
In Economics, the term circular flow of income or circular flow refers to a simple economic model which describes the reciprocal circulation of income between producers and consumers. In the circular flow model, the inter-dependent entities of producer and consumer are referred to as "firms" and "households" respectively and provide each other with factors in order to facilitate the flow of income. Firms provide consumers with goods and services in exchange for consumer expenditure and "factors of production" from households.
The circle of money flowing through the economy is as follows: total income is spent (with the exception of "leakages" such as consumer saving), while that expenditure allows the sale of goods and services, which in turn allows the payment of income (such as wages and salaries). Expenditure based on borrowings and existing wealth – i.e., "injections" such as fixed investment – can add to total spending.
In equilibrium (Preston), leakages equal injections and the circular flow stays the same size. If injections exceed leakages, the circular flow grows (i.e., there is economic prosperity), while if they are less than leakages, the circular flow shrinks (i.e., there is a recession).
More complete and realistic circular flow models are more complex. They would explicitly include the roles of government and financial markets, along with imports and exports.
Labor and other "factors of production" are sold on resource markets. These resources, purchased by firms, are then used to produce goods and services. The latter are sold on product markets, ending up in the hands of the households, helping them to supply resources.




The circular flow of income and expenditure
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                                         The circular flow of income and expenditure











The circular flow model
The circular flow model refers to the movement of money resulting from economic transactions between different groups of people in an economy. Although the real economy is clearly greatly more complicated than this model, it does make it possible to illustrate the main links between different parts of the economy.
A simple model can be devised to show the income flows. It assumes:
· A two sector economy of firms and households
· There is no government and no overseas sector
· Furthermore, all income is spent on consumption and all production is sold to the households.
Taxes, savings and imports are all known as leakages or withdrawals from the circular flow of income, because they do not represent payments made for goods and services produce in our economy. It should be clear or therefore, that the national income in an economy is divided between what we pay in tax what we save and what we spend on imports and domestic goods and services.
In the circular flow model there is extensive use of symbols to represent variables in the model. The most important of these are as follows:
· Y 	National income
· C 	Consumption
· S 	Savings
· I	Investment
· T 	Taxation
· G	Government expenditure
· X 	Exports
· M	Imports
Also note that the terms companies and firms are used interchangeably.

National income  =  Taxes + Savings + Imports + Consumption Expenditure
	     Y	      =	T      +     S      +     M      +       C     



National income  
It could be defined as the sum of all incomes which arise as a result of economic activity it arises from the production of goods and services 
National income can be measured in two forms 
· Gross domestic product
· Gross national product

Gross Domestic Product (GDP)
This is the part of national income which arises due to economic activity within the country exports and imports would therefore be included 
This is known as gross because it is before capital consumption or depreciation so national income is calculated under the expenditure method 
GDP = C + I + G + (X – M)

Gross National Product (GNP) 
A large amount of income earned in a country may belong to foreigners and remitted to them at the same time foreign income may be remitted home since it belongs to locals the different between the above two is known as net property incomes from abroad GNP would therefore be GDP plus net property income from abroad.
Net National Product (NNP)
The national incomes is also called net national product. The terms income and product are just two difference aspects of the same circular flow of income. The term net’ means after deducting an amount for capital consumption or deprecation of fixed assets.



The equilibrium of national income
According to above completed model of the economy there are three withdrawals sometimes known as leakage.
                                   W = S+ M + T
And there injections consisting,
                                     J = I + X + G

· S - Savings
· M - Imports
· T -  Taxation
· W – Leakage
· J - Injection
    
In is not necessary for each withdrawal to equal to its corresponding injection for and equilibrium to exist, only that the total of all withdrawal is equal to the total of all indications.   
W = J
W = S + M + T
J = I + X + G
So,
S + M + T = I + X + G

What we have tried to demonstrate is that there are equilibrium forces in an economy, which push it forwards a certain level of income. The signification of this is that our living standards, employment and well being depend upon the level of national income. Hence the factors, which determine its size, are of great significance 
Measuring the National income
We can measure the national income by using of three ways. 
01. 	National out put method
02.	Income method
03.	Nations expenditure method
National incom  =  National expenditure  =  National output

1. Output Method.
There are two types of measuring national income by using Output method.
· Taking the value of final product.
in this method the  final value of the product  is taken, spoors you have been given the values of the following products.
                        Wheat = Rs 4000
		  Flour =  Rs 6000
		 Bread  = Rs 8000
Here we consider only the value of bread there for according to the output method the value of the total product is Rs 8000. This is the GDP of the country.

Gross domestic production (GDP) means the total value of good and services predused in a year with in the boundaries of a country.  
                              
· Taking value additions.

It means taking the value added at each production stage, let us take the same example which is given in the “Taking the value of final product”.
                        Wheat = Rs 4000 →  Rs 4000
		  Flour =  Rs 6000 →  Rs 2000
		 Bread  = Rs 8000 →  Rs 2000
             GDP =  Rs 4000 + Rs 2000 + Rs 2000 
	           = Rs 8000
        Some might think why dose the final value of the product is not taken the reason is that those products are intermediary goods. If not this will lead to a double counting.

2.   Income Method.
According to the income method the value of the good and service are measured according to the income generated. 
There are 4 sources of income.
· Rent.
· Wages.
· Interest.
· Profit.
      According to this method the GDP is calculated in the follow45ing manner. 
		Rent =  Rs 2000
                       Wages = Rs 4500
                       Interest = Rs  5000
Profit = Rs 6000
    GDP = Rs 2000 + Rs 4500 + Rs 5000 + Rs 6000 = Rs 17500
     In most countries Income method is not used to calculate the National income. Because the exact amount of income is difficult to identify so they mainly use Output method or Expenditure method.






3.    Expenditure Method.
The expenditure approach involves counting expenditures on goods and services by different groups in the economy. The four main components are 
I. Consumption expenditures by households (C)
II. Gross private investment spending principally by firms (I)
III.  Government purchases of goods and services (G) 
IV.  Net exports (exports minus imports EX - IM).

                   Here is an equation that sums it up: 
                         GDP = C + I + G + (EX - IM)














3.2 - Identify the main element of fiscal and monetary policies.
Monetary policies
Monetary policy is the process by which the government, central bank, or monetary authority of a country controls.
(i) The supply of money, 
(ii) Availability of money, 
(iii) Cost of money or rate of interest
In order to attain a set of objectives oriented towards the growth and stability of the economy. Monetary theory provides

· Money supply, in most countries deposits of money in banks and building societies make up the bulk of the money supply. Open market operation, Open market operation refers to the borrowing and repayment of public sector debt to private sector individuals and organizations.

· Special deposits, The Bank can reduce the money supply by calling for special deposits. The Bank orders commercial banks to deposit money with it for a certain period of time. Calling in special deposits. 

· Funding, from above we know that the government can borrow money and reduce the money supply by selling to the private sector in return for a rate of interest.






Fiscal policy
The government spending can be considered as a catalyst to the economy. The government’s fiscal policy could change the levels of aggregate demand by spending more money on public or collecting more in taxes. However the changing on the level of aggregate demand would be a result of expansionary or concretionary. Where the spending more money and finding this expenditure by borrowing would indicate an expansionary fiscal policy. Collecting more in taxes without increasing spending would indicate a concretionary fiscal policy. There are three broad elements in the fiscal policy there are as follows;
·    Expenditure
· Income 
· Borrowing

Expenditure
The government at a national level spends money to provide goods and services such as education, health care, infrastructure facilities etc. and to pay its administrative work force. It may also perhaps, provide finance to encourage investment by private industry for example free trade zones.
Income
Expenditure must be financed, and the government should have income. The government’s main income is from taxation. Other income would be direct changes for using government services such as electricity, water. 






Borrowing 
To the extent that a government’s expenditure exceeds its income, they must borrow to make up the difference. The government could borrow from other countries, banks or from the public. Fiscal policy is concerned with government expenditure and taxation.

If the government spending is increased, 
· There will be an increase in the spending on the economy. 
· The national income will rise.

Where the government taxation is increased,
·  There will be an increase in withdrawals from the economy. 
· The national income will fall. 

A government must not deliberately raise taxation to impose inflationary pressures on of the economy. Fiscal policy can be used to reduce the unemployment and to provide more jobs. More government spending on capital projects would create more jobs in the construction industry. Government spending however might create inflationary pressures, and inflation tends to create more employment. Therefore fiscal policy must be used with care, even to create more jobs.          






3.3 -Explain the importance of monetary environment to the construction industry 
Monetary policy is mainly enrolling with the money supplying from government. Rate and money supply as is instrument. Monetary policy is implementing by central bank of Sri Lanka. Governments can influence the economy through the use of monetary policy-the control of monetary variables such as the rate of interest, the money supply and the volume of credit. 
In the short-term an increase in interest rates may not significantly affect the demand for construction work in the long-term it will result in higher prices for buildings and this may cause some developers and other building clients to refrain from investing capital in building projects, as the clients themselves may experience difficulty in obtaining finance at the higher interest rate, hence some projects are likely to be postponed or abandoned .furthermore, contractors relying on bank over drafts as a main source of working capital may find their loans curtailed and thus be compelled to reduce their output .
The government uses various controls, such as minimum lending rate, open market operations and hire purchase restrictions, to alter the level of interest rate, and to control the amount of credit available and the terms on which it can be obtained credit restriction strike at contractors both directly through banks and lending institutions and indirectly as through builders suppliers who are always a ready source of trade credit and could be the mainstay of many small builders.
Interest rates
Business and people sometimes need to borrow money.A company might buy a machinary and not have enough funds in the business to pay for it. Consumers sometimes borrow to spend at take holidays and pay the money back later. Interest rates are the cost or price of this borrowing. 
For example if a business borrowed £ 10,000 at an interest rate of 5 pecent a year, assuming it did not pay off any of the loan it would be charged £ 500 in interest per year.




Inflation
Inflation is an upward movement in the average level of prices. Its opposite is deflation, a downward movement in the average level of prices. The boundary between inflation and deflation is price stability. Price stability occurs when the average level of prices is called the price level and is measured by a price index. A price index measure the average level in an earlier period. In all countries there should be inflation but not much. The government should take actions to control the inflation. 

Exchange rate
An EXCHANGE RATE is the price of one country’s currency in relation to that of another. So, for example, an exchange rate £1 = $2 means that one pounds is worth two dollers. Alternatively, one doller is worth 50 pens.
Exchange rates are determined o foreign exchange markets throughout the world. If an exchange rate is freely floating,then changes in the demand for or supply of a currency will result in a change in that country’s exchange rate.for example, a fall in the demand for sterling will cause its value to fall. A fixed exchange rate system is where countries do not allow the values of their currencies to change against each other’s.
If the value of a currency falls in the relation to the value of another currency then the exchange rate is said to have DEPRECIATED. Under a system of fixed exchange rate the currency will be DEVALUED by the government or controlling organitation. If the value of the currency rises against that of another currency then it is said to have appreciated (or to have been revalued).
There are a number of factors that can effect the exchange rate of a currency.
· The value of exports
· The value of imports
· The level of interest rates
· Speculation
· Government intervention
· Investment and capitel flows



3.4 - Explain the nature of macro economy and appropriate government policies.

Macroeconomics is concerned primarily with the forecasting of national income, through the analysis of major economic factors that show predictable patterns and trends, and of their influence on one another. These factors include level of employment/unemployment, gross national product (GNP), balance of payments position, and prices (deflation or inflation). Macroeconomics also covers role of fiscal and monetary policies, economic growth, and determination of consumption and investment levels.
· Macroeconomics deals with the functioning of the economy as a whole.
· Macroeconomics seeks to explain how the economy’s total output of goods and services, the price level of goods and services and the total employment of resources are determined.
· Macroeconomics also seeks to investigate into the cause responsible for initiating changes in total output, aggregate employment and the general price level.
There Are Four Main Macroeconomic Objectives
1. To achieve low and stable inflation in the general level of prices 
Price stability means that inflation should be kept as low as possible. The costs of inflation are discussed in the section of inflation. When prices remain largely stable, and there is not rapid inflation or deflation. Price stability is not necessarily the same as zero inflation, but instead a steady level of low-moderate inflation is often regarded as ideal. Inflation is usually defined as a sustained rise in the general level of prices.
Stable prices are crucial for business confidence, facilitations contracts and enabling the exchange rate system to function smoothly, in contrast, persistently rising prices cause problems for most sectors of economy. Price stability has become the primary objective of most governments that wish to secure long-term growth and full employment. Economists no longer believe that tolerating higher rates of inflation can lead to higher employment or output over the longer term.
2. To maintain a high level of employment and a low level of unemployment
The pursuit of full employment (or the combating of unemployment) should be an obvious objective of economic policy; full employment is a condition of the national economy, where all or nearly all persons willing and able to work at the prevailing wages and working conditions are able to do so. Full employment does not mean that everybody of working age is employed, as in and dynamic economy some unemployment is unavoidable.
Foe example, there will always be individual moving in and out of employments, as they charge from one job to another, and there will always be seasonal, technological and overseas factors that cause fluctuations in the jobs available in different sectors. Problem arise, however, when there are large number of unemployed for long period of time; as a large pool of unemployed labour represents wasted resources.
It also has many costs, not just in terms of loss of output but also in terms of human suffering and loss of dignity. All governments record the number of workers without a job, although the precise way this is measured changes from time to time.

3. To encourage economic growth
The pursuit of economic growth requires no further explanation. An expansion of national production and income is a prerequisite for job creation, improved living standards and economic development.
An along-term objective of all governments is to achieve steady increases in productive capacity. Governments measure economic growth by the annual the rate of output, and the commonly used measure of economic output is GDP- Gross (total) Domestic (home) product (output). GDP figures are used worldwide as a proxy for a country’s progress towards prosperity; since the more money a country makes, the higher it GDP growth, the assumption is that increases in GDP mean that the citizens of that country are enjoying a higher standard of living. The way GDP measures output can be seen as a giant till ringing up all the transactions taking place inside a country.
To accurate portray the rate of exchange of actual output; GDP must be corrected for prices changers from one time to another. When this is done, we get what is calling ‘real’ GDP. So more formal measures of economic growth can be defined as rate of change in real GDP over time.       

4. To encourage trade and secure a favorable balance of payment
All international economic transactions are recorded in a country’s balance of payments statistics. The ideal situation represents a position in which, over a number of years, a nations spend and invests abroad no more than other nations spend or invest in it. Economic transactions with other nations can occur on many levels and, for accounting purposes, these transactions are often grouped into three categories: current account, capital account and financial account. Of these three the most widely quoted is the current account. This involves all transactions relating to the exchange of visible goods (such as manufactured items, which would include building materials), the exchange of invisible services (such as overseas work undertaken by consultants) and investment earnings (such as profit from abroad). Clearly, in any one year, one nation balance of payments deficit is another nations balance of payments surplus- ultimately, however, this is not sustainable and, in the long run, debts must be paid.

Demand Side Policies 
include expansionary fiscal and Monetary Policies. Demand side policies aim to deal with just the demand. For example if we decrease interest rates, we will increase the demand in the economy as people have more money as their mortgage costs are decreased. It is the same idea with lowering taxes - this will boost demand, as people have more money to spend as less is taken away from them by the government. 
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Supply Side Policy 
Supply Side Policy is a school of macroeconomic thought that argues that economic growth can be most effectively created using incentives for people to produce (supply) goods and services, such as adjusting income tax and capital gains tax rates, and by allowing greater flexibility by reducing regulation. Supply-side economics holds that increased taxation steadily reduces economic trade between economic participants within a nation & that it discourages investment. 
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The supply side consists of several policies which help to increase the aggregate to supply in order to achieve the macro economic objectives. Some of such supply side policies are follows,
· Reducing the tax burden
· Labour market reforms
· Competition policy
· Privatization
· Deregulation
· Improving education and training
· Encouraging new research and development
Task 04  
4.1-Discuss the characteristics of monopoly market structure.
Depending on the number of the buyers and sellers the market can be divided into four categories
· Oligopoly
· Perfect competition
· Monopolistic competition
· Monopoly (imperfect competition)
Monopoly
A market, or industry, in which individual firms have some control over the price of their output, is imperfectly competitive. All firms in an imperfectly competitive market have one thing in common: they exercise market power, the ability to raise price without losing all demand for their product. Imperfect competition and market power are major sources of inefficiency.
· A pure Monopolist is defined as a single seller of a product. I.e. 100% of market share. 
· In the UK a firm is said to have Monopoly power if it has more than 25% of Market share 
· Measuring Market Power: The Concentration ratio measure the market share of the leading firms in a particular industry. 
 Characteristics of monopoly 
· Capable of restricting supply and fixing prices upwards. This is why most governments are concerned about the growth of monopoly power.
· There are no substitutes for the product.
· A pure monopoly where there is only one firm controlling 100% of the output
· British legislation identifies a firm in the private sector as a monopoly if its market share exceeds 25%. 
· There are barriers to entry. New firms will find it difficult to enter the market.

The market power of the monopoly will be limited by consumer power, availability of close substitutes and a contestable market

Characteristics of a monopolistic market structure
No Competition:
 being the only supplier of a good or service a monopoly faces any competition from other firms.
Abnormal profits:
                 There is no competition, the monopolist is able to permanently earn high profits, often known as abnormal profits; way above the profits the firm could earn producing another product in a different market.
Imperfect information:
                Under monopoly there is not perfect information. For example, a firm may hidden the price it charges to one group of consumers from another group which is charged a different price.
Price markers:
                  A monopolist is not a price taker. Because the monopolist produces all of a particular good or service for a market it can raise the price of its product by supplying less of it.
Barriers to entry:
                  In perfect competition if firms earned profits greater than normal profits other firms would want to earn these profits as well. They would enter the market and start up production. Prices and profits would fall back to normal as supply increased. Monopolists, however, can keep their large profits by preventing new firms from entering their market and taking some of their abnormal profits. Monopolists do this by creating barriers to entry.


Non-homogenous products:
               Monopolist firms often do not produce a homogenous product. Usually they will produce different varieties of their product in order to make it difficult for other firms to copy them.
The barriers have listed down.
· Product differentiation and brand loyalty
· Ownership/control of key factors of production
· Economic scale or natural monopolies
· Legal protection ( patents and license)
· The monopoly can use aggressive tactics like price cutting, intimidation or take over to keep its monopoly.
· Lower cost for the existing firm

Elasticity and Monopoly
The monopolist faces a downward sloping demand curve. That means, it cannot change just any price with no changes in sales, because depending on the price changed, a different quantity will be demanded. 
Either it can be defined a monopolist as the single seller of a good with no close substitutes. This does not mean, however, that demand curve for a monopoly is vertical, after all, consumers have limited incomes and alternative wants. The downward slope of a monopolist’s demand curve occurs because individuals compare marginal satisfaction they will receive to the cost of the commodity to be purchased.   







 4.2 -Discuss why perfect competition is efficient.
Perfect competition
                      It suggests that the perfect or best use of resources is being made by firms in markets where they face many competing firms’ .the firms providing the best-quality goods and services at the lowest prices will be the most successful. Competition between firms encourages them to make a good use scare resources, because in order to make profits these firms must produce products that give the best value for money for consumers. The greatest competition between firms in a market is found in a situation of perfect competition.
The Efficiency of Perfect Competition 
· Lower prices :
Because of the large number of competing firms is in the lower price. Suppliers face elastic demand curves and any rise in price will lead to a fall in demand and in total revenue. The cross-price elasticity of demand for one product with respect to a change in the price of another will be high suggesting that consumers are prepared to switch their demand to the most competitively price products in the market-place. 

· Low barriers to entry :
New firms will find it relatively easy to enter markets if they feel there is abnormal profit to be made. The entry of new firms provides competition and ensures prices are kept low in the long run. 

· Lower total profits and lower profit :
It is margins than in markets which dominated by a few firms. 

· Greater entrepreneurial activity :
Some country school of economics argues that true competition is a process rather than a static condition. For competition to be improved and sustained there needs to be a genuine desire on behalf of entrepreneurs to engage in competitive behaviour, to innovate and to invent to drive markets forward and create what Joseph Schumpeter famously called the “gales of creative destruction”. 

· Economic efficiency :
Competition will ensure that firms attempt to minimise their costs and move towards productive efficiency. The threat of competition should lead to a faster rate of technological diffusion, as firms have to be particularly responsive to the changing needs of consumers. This is known as dynamic efficiency.
Productive efficiency
Production is efficient when it is impossible to reallocate resources so as to produce more of some product without producing less of some other product. Watch the double negative! An allocation of resources is productively inefficient when it is possible to produce more of some product without producing less of any other product. It is efficient when this cannot be done-in other words, when the only way to produce more of one product is to produce less of some other product.
Productive efficiency has two aspects, one concerning the allocation of resources within each firm, and the other concerning the allocation of resources among the firms in an industry. The first condition for productive efficiency is that each firm should produce any given output at the lowest possible cost. Any firm that is not being productively efficient is producing at a higher cost than is necessary. This must reduce its profits. Thus, any perfectly competitive profit-maximizing firm will be productively efficient.
The second condition for productive efficiency is that all firms producing the same product should have the same marginal cost. This ensures that the total output of each industry is allocated among its individual firms in such a way that the total cost of producing the industry’s output is minimized. It firms’ marginal costs were not all the same, resources could be transferred from the firm with the highest marginal cost to the firm with lowest. The same output would he produced hut at a lower cost.




















Unit of returns with existing farming units of returns from development of the land	35	30	25	20	15	10	5	0	0	30	50	67	82	90	95	100	Qd	680	560	440	320	200	80	4	8	12	16	20	24	Qs	280	360	440	520	600	680	4	8	12	16	20	24	43
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