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Introduction 


Any business will need to understand the market structure of the industry it is operating in. this calls for a deep understanding of the economic background of the market and the economic potentials of the business. This paper analyses the effects of price on products of the business such as an increase in price and how it is going to affect the revenue of the business among other models e.g. the marginal revenue and the marginal costs which all affect profitability of the business. 
Part 1
	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


In above Table of Part 1 we can see that when Price = $ 50 then we are able to produce maximum Economic Profit which is reflected as Red Row in Above Table.

a 1-unit increase in demand” So, as the price of the product increases the price.
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? 


Implicit cost can be defined as value that has been given up and that the value does not need a money outlay. A good example is when the business creates value using its resources to manufacture or process a product but it foregoes the opportunity to invest the resource in another venture. E.g. wages, rent, plant and equipment, raw materials. This resource is sacrificed rather than being sold in the in the market. In order to determine the accounting profit, the difference between the total explicit costs must be equal to the total revenue sales (Hall, & Lieberman, 2013).  

As an economist I would argue that economic profit includes the implicit costs. In order to measure economic profit, the following formula applies, Revenues- sum of the implicit and explicit costs. An economist believes that the individuals as well as businesses must include the implicit costs and the explicit costs in order to have an optimal decision after the benefits have been given up. Therefore, in order to round up the business economic profit, the implicit costs must be involved. They all add up to a cost which affect the revenue of the company (Hall, & Lieberman, 2013). 
Price Elasticity

Why does price elasticity of demand change as you move up the demand curve (more specifically, as the price of the product increases)? 


When price increases, there will be less quantity of the product that will be demanded. Price elasticity is used to measure the sensitivity of the amount demanded or the quantity and the price change. The interest is to understand how the price will affect demand or the quantity of the product supplied in the market (Hall, & Lieberman, 2013). 
Percentage change in quantity

Percentage change in price

According to Marshall (2015) on the law of demand, an increase in price results to less quantity of the product demanded. In this case, the demand curve will slope downwards to the right. The demand of the product and the price will move in the opposite directions. Therefore, the above case will result to a negative price elasticity. In summary, the price elasticity of demand will be  characterized by a line which slopes from the left to the right. Which will mean that when the price increases, the quantity of the product which is supplied to the market will increase (Marshall, 2015). 

Marginal Revenue and Marginal costs
Explain in your own words why MR = MC produces maximum profit for a company.

MC is the marginal (extra) cost which the business incurs when it raises its production by a single unit. MR is the marginal extra revenue that the firm realizes from the production of an extra unit of the output. When the business uses an extra cost to produce an extra unit, the business will at the end gain in its revenue. However, in order to realize profit, the business must ensure that MR=MC. When the marginal cost is bigger than the marginal revenue, the firm will be forced to produce an extra unit of the output which is not profitable for the business. It is therefore important in this case for the business to cut down some of its production so that it realizes profit. When the marginal cost is smaller than the marginal revenue, the firm will have to produce an extra unit of output in order to remain profitable. The business ought to continue with extra units of outputs when the marginal revenue realized exceeds the marginal cost. Therefore, the business will have to produce extra units of outputs until the MC=MR and keep it constant because any event that the business produces an extra unit means that the marginal cost will rise to create a marginal revenue (Hirschey, 2016).
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