 Clark 3

[bookmark: _GoBack]Robert Clark
Unit 4 - Individual Project
Professor Keller
08/01/2018
	ECON212 Unit 4 Individual Project Template
	
	
	

	Part 1
Assume that you have decided to start your own Internet business to sell cookbooks online (justcookbooks.com). You estimate that the annual cost of this business in the first year will be as follows: Fixed explicit costs (annually): Technology (Web design and maintenance) $5,000 Postage and handling $1,000 Miscellaneous $5,000 Equipment $4,000 Overhead $1,000 TOTAL Explicit Fixed Costs (annual) $16,000 Fixed implicit costs (annually): Lost wages from job given up (annual) $50,000 Variable cost = $20 per book. 
Directions: Enter the prices in cells B8 through B18 and watch the table fill in.
Part 1: Assume that the equation for demand is Q = 40,000 – 500P, where Q = the number of cookbooks sold per year P = the retail price of books Using the information above, fill in the attached chart (note that quantity is just the solution of the demand curve above; the first two lines of the table have been completed for you-you need to complete all other lines in the table): Indicate the maximum profit price and quantity by highlighting those particular values with red font	Comment by Grammarly: Deleted: – 

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Price
	Quantity
	Elasticity
	Total Revenue
	Total Cost
	Economic Profit
	

	$10 
	35,000
	---
	$350,000 
	$766,000 
	($416,000)
	

	$15 
	32,500
	0.1852
	$487,500 
	$716,000 
	($228,500)
	

	$20 
	30,000
	0.2800
	$600,000 
	$666,000 
	($66,000)
	

	$25 
	27,500
	0.3913
	$687,500 
	$616,000 
	$71,500 
	

	$30 
	25,000
	0.5238
	$750,000 
	$566,000 
	$184,000 
	

	$35 
	22,500
	0.6842
	$787,500 
	$516,000 
	$271,500 
	

	$40 
	20,000
	0.8824
	$800,000 
	$466,000 
	$334,000 
	

	$45 
	17,500
	1.1333
	$787,500 
	$416,000 
	$371,500 
	

	$50 
	15,000
	1.4615
	$750,000 
	$366,000 
	$384,000 
	

	$55 
	12,500
	1.9091
	$687,500 
	$316,000 
	$371,500 
	

	$60 
	10,000
	2.5556
	$600,000 
	$266,000 
	$334,000 
	

	$65 
	7,500
	3.5714
	$487,500 
	$216,000 
	$271,500 
	

	$70 
	5,000
	5.4000
	$350,000 
	$166,000 
	$184,000 
	



Part 2
Part 2: After you complete the chart (either fill in the empty boxes in the table above or create an Excel file), copy and paste the table into a Word file. This table should be at the top of your assignment. Then answer the following questions (based on the chart and your understanding of this material) in 
Why, according to an economist, should implicit costs (i.e., lost wages from job given up) be included in the total cost of your product to compute economic profit? 
In production, there are different costs that are incurred. Fixed costs are the costs that a business incur such as the purchase of the production machine and rent. The fixed costs do not change with the level of production. Variable costs are the categories of costs incurred in the production process that vary with the level of output such as raw materials. Some other costs are semi-fixed in that they can vary with the level of production up to some point and then they remain constant. In the determination of the cost of a product, several factors are put into consideration. The production cost incurred and the level of profitability are the major determinants in the price setting.
Implicit costs are the costs that have already been incurred in the production process but they are not reported or expressed as a separate expense. For accounting purposes, it is imperative to note that implicit costs are not recorded simply because there is no exchange of money in the process. Consequently, since implicit cost may give possible income sources, companies may choose to include them or omit in their recordings (Hursh, 224-238). 	Comment by Grammarly: Deleted:,
 From an economic perspective, it is important to include the implicit cost in the determination of the cost of the product. This is due to the fact that, some resources have been allocated to that particular area if they go unaccounted, the resultant cost of the product would not be optimal hence inefficiency will be advanced in the production process (Hursh, 224-238). Accounting for the implicit costs enhances accountability and even the efficiency of the production process.	Comment by Grammarly: Deleted:,


Why does price elasticity of demand change as you move up the demand curve (more specifically, as the price of the product increases)? 
According to the law of demand, as the price of a product increases, less of the quantity is demanded. This is the reason why the demand curve slopes downwards to the right. The slope of the demand curve is negative. Consequently, it is imperative to note that as you move up the demand curve, the price of products increases. Due to the increase in the price, the resultant effect will be decreased demand for the products hence the price elasticity of demand changes as one moves up the demand curve. This is an inverse relationship where price increase results in the decline of the quantity demanded.
Explain in your own words why MR = MC produces maximum profit for a company. 
MR= MC is the optimal operating efficiency for an organization. MR is the marginal revenue that is realized by an organization when it raises its production by one unit. MC is the marginal cost and represents the extra cost incurred by the organization when it raises its production levels by one unit. At MC=MR, it is considered as the maximum efficiency production point where the production cost is at its lowest when the production is optimal. The production rule at this point is that, if the marginal revenue exceeds marginal cost, then the organization can continue its production up to the optimal point where MC=MR. However, when MC is greater than marginal revenue, it implies that the marginal cost of production of the extra unit is more as compared to revenue hence the organization should not embark on the expansion process. Therefore, at MC=MR, it is a point of optimal efficiency, maximum production and at the lowest cost (Chen, 258-267). 
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