FINANCE QUESTIONS
QUESTION 2
A) Independent of #1 above, Atomic Rooster sets a unit sales price of $10 and customers purchase 1,000 copies. Then they raise the price to $14 and customers purchase 900 copies. Calculate the elasticity of demand (show your work), then explain what it means and whether or not this change is compatible with their goal of maximizing revenue. 

Elasticity of demand (Ed) = 
Ed = = 
In this case this will translate into;
Ed =     =       =      = - 0.32
Taking absolute value, elasticity of demand will be given by; 
Ed = 0.32
The value of the Elastic demand is 0.32 which is less than 1 and this means that the demand curve is inelastic. In the case of an inelastic demand, the price and revenue move together. This means that if the price increases, consequently the revenue will increase and if the price reduces, it means that the revenue will also reduce. In this regard, the companies’ increase in price from $10 to $14 will eventually lead to an increase in the companies’ revenue.  

B) Starting with the same $10 unit sales price and sales of 1,000 units, say the band instead drops the price to $9 and sales rise to 1,400 units. Calculate the elasticity of demand (show your work), then explain what it means and whether or not this change is compatible with their goal of maximizing revenue. 

Elasticity of demand (Ed) = 
Ed = = 
In this case this will translate into;
Ed =     =       =      = - 3.2
Taking absolute value, elasticity of demand will be given by; 
Ed = 3.2
The value of the Elastic demand is 3.2 which is greater than 1 and this means that the demand curve is elastic. In the case of an elastic demand, the price and revenue move in opposite direction. This means that if the price increases, the revenue will reduce and if the price reduces, the revenue will increase. In this regard, the companies’ reduction in price from $10 to $9 will eventually lead to an increase in the companies’ revenue.  




QUESTION #3 
A) Using a good of your choice, describe how you would create an inelastic demand for this. 
An inelastic demand is a form of demand in which an increase in price results to a slight decrease in the quantity demanded. 
The good of my choice: Meat
When selling meat, I would ensure that my environment is of high hygienic standards. To ensure that that the standards are maintained, I would increase the price for a kilo of meat. Since most of the customers prefers buying meat from a clean environment the change in price would not have a great impact on the demand. 
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B) Say you succeed in creating inelastic demand in A. How would your strategies for profit maximization change if the demand suddenly became unitary (neither elastic or inelastic)?
Succeeding in creating inelastic demand means that a single unit increase in price will result to minimal change in demand and hence the profit will be minimally affected. In the event that the demand becomes unitary that is the elastic demand equals to 1 considered as unit elastic, it means that the revenue has been maximized. At this point, I would retain the strategies I had employed for profit maximization. 


