Running Head: ECONOMIC QUESTIONS 


1
ECONOMIC QUESTIONS


2

Economic Question
Name

Institution-Affiliated
Economic Question

Question 1
    [image: image1.png]‘Suppose your company runs a shuttle business of a hotel to and from the local airport. The costs for different customer loads are
1 customer: $30
2 customers: $32
3 customers: $35
4 customers: $38
5 customers: $42
6 customers: $48
7 customers: $57
8 customers: $68

What are your marginal costs for each customer load level?

Q TC 3 Total Rev | Profit
1 30 10 20
2 32 20 12
3 35 30 5
4 38 40 2

5 ] 50 B

6 8 60 12
7 57 70 13
B 68 80 12





	Q
	TC
	MC = change in TC÷ Change in quantity, i.e, (MC = ΔTC/ΔQ)
	TR
	Profit

	1
	30
	
	10
	-20

	2
	32
	2 = {(33-30)÷(2-1)}
	20
	-12

	3
	35
	3{(35-32)÷(3-2)}
	30
	-5

	4
	38
	3 {(38-35)÷(4-3)}
	40
	2

	5
	42
	4{(42-38)÷(5-4)}
	50
	8

	6
	48
	6{(48-42)÷(6-5)}
	60
	12

	7
	57
	9{(57-48)÷(7-6)}
	70
	13

	8
	68
	11{(68-57)÷(8-7)}
	80
	12


Marginal Cost is U-shaped curve that reflect the changes in total cost due additional unit produced. The marginal cost is relatively high with small quantities of the produce. Therefore, with a customer load of one (1) the firm experiences the highest marginal cost of 30, which decreases when the quantity of client increases two (2). The firm experiences the minimum value at MC=2 that facilitate a surge in cost with an additional customer load served. Consequently, production beyond the minimum value point, customer load 3 and 4, the firm experiences the law of diminishing return, which causes a rise in marginal cost with an additional customer served. 
Question 2 [image: image2.png]‘Suppose your company runs a shuttle business of a hotel to and from the local airport. The costs for different customer loads are
1 customer: $30
2 customers: $32
3 customers: $35
4 customers: $38
5 customers: $42
6 customers: $45
7 customers: $57
8 customers: $65.

If you are compensated $10 per ride, what customer load would you choose?
Marginal Cost i the change incosts due o the additiona customer. Since margina revemu i th priceof $10, ou will serve customers p o the point where MR = MC or you willseve 7 customers.
Marginal Cost i the change incosts due to the additiona customer. Since margina revemue i th priceof $10, you il serve customers up to the point where MC < MR or you willserve 10 customers.
Marginal Cost i the change i costs due to the additiona customer. Since margina revemue i th price of $10, you will serve customers p fo the point where MC< MR or you will serve 9 customers.

‘Marginal Cost is the change incosts e to the additional customer. Since marginal revenne i the price of $10, you vl srve customers up t the point where MC = MR or you will serve 7 customers.




In a perfect competition market structure, the marginal revenue is equal to the price because the firm faces a perfectly elastic demand. A firm maximizes its revenue by increasing the quantity output in the short-run. Therefore, marginal revenue is the additional income attributable to the sale of an additional unit (MR = ΔTR/ΔQ). 
The Shuttle Business has three strategic scenarios that influence its profit maximization. First, when the MR equals to MC (MR=MC), the company effectively maximizes its cost of production and sales generation initiatives. Second, the firm should strive achieve a greater MR than MC (MR˃MC) to yield a higher profit margin. However, the high profit margin led to higher production rates that include a surge in fixed and variable costs. If the Shuttle opts to increase MR beyond MC subject itself to the law of diminishing returns, which stipulate for every additional unit of output yields smaller returns. Third, the company can achieve a MR equal to lesser amount of MC (MR≥MC) that reveals the company has underutilized profit potential with the current output level. 

Therefore, using the three scenarios, the Shuttle Business can select the most economically advantageous customer load. The company must decide to serve customers up to the point where MR≥MC or you will serve seven (7) customers. 
Mathematical approach:

At customer load 7, the MC is 9
MC= ΔTC/ΔQ

(57-48)/(7-6)

MC=9
On the other hand, the marginal revenue at customer load 7 will be given by the formula MR = ΔTR/ΔQ
But Total Revenue (TR) = Price (p) * Quantity (q)





10 * 7



                       TR= 70

Therefore, MR = ΔTR/ΔQ




(70-60) / (7-6)





MR=10

Comparing the MR and MC depicts the relationship MR≥MC is the most economically viable because the company output provides an underutilize profit potential. The margin between marginal revenue and marginal cost (10-9) facilitate the company to integrate innovation, automation, and online shuttle booking to generate additional profit without necessary increasing the current cost of production. The company gains competitive advantages over the rivals because of operational efficiency achieved by integrating new technologies. 
Question3[image: image3.png]Suppose the number of firms you compete with has recently increased. You estimated that as a result of the increased competition, the demand
elasticity has increased from =2 to =3, i.e., you face more elastic demand. You are currently charging $10 for your product. If demand efasticity is
, you should charge [x].





The demand elasticity of a product reveals the responsiveness of the quantity demand toward price changes in the market. The demand elasticity is negative because the inverse relationship that involves the price and the amount of output. The formular to compute the demand elasticity is quotient of the changes in quantity over the proces changes
[image: image4.png]



Where Qo is the initial quantity demanded 

Po is the initial price for the commodity


Q1 is the new quantity demanded for the commodity

 P1 is new price level for the commodity

Therefore, given that the demand elasticity for the product has increased to -3, it is important to decrease the current price levels from $10 to $5. 
Hypothetically, if the initial quantity demanded for the product was 50 unit at $10, a reduction in price level to $5 will surge the quantity demanded to 56 units
-3 = (Qi-50)÷(Qi+50)/ (5-10) ÷(5+10)
-3*-3=(Qi-50)÷(Qi+50)
9*(Qi+50) = (Qi-50)
9Qi+450=Qi-50

8Qi=-500
Qi=56.25
Question 4     [image: image5.png]An amusement park, whose customer set is made up of two markets, adults and children, has developed demand schedules as follows:

The marginal operating cost of each unit of quantity is $5. Because marginal cost is a constant, so is average variable cost. Ignore fixed costs. The
owners of the amusement part want to maximize profits.
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[image: image6.png]Calculate the price, quantity, and profit if: The amusement park charges a different price in the adult market
Please express your answers for Price and Profit in whole dollars (i..10.00)

Please use whole numbers for Quanitiy (i.e. 10, 27, 4)
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	Price (P)
	Quantity(Q)
	TR(P*Q)
	MR (ΔTR/ΔQ)
	MC (ΔTC/ΔQ)
	Total Cost
	MR-MC
	Profit (TR-TC)

	14.00 (84/6)
	6
	84
	
	5
	30
	
	34.00

	13.00
	7 (91/13)
	91
	7
	5
	35
	2
	56.00

	12.00
	8
	96
	5
	5
	40
	0
	56.00
(96-40)

	11.00 (99/9)
	9
	99
	3
	5
	45
	-2
	54.00

	10.00
	10 (100/10)
	100
	1
	5
	50
	-4
	50.00

	9.00
	11
	99
	-1
	5
	55
	-6
	44.00
(99-55)

	8.00 (96/12)
	12
	96
	-3
	5
	60
	-8
	36.00

	7.00
	13 (91/7)
	91
	-5
	5
	65
	-10
	26.00

	6.00
	14
	84
	-7
	5
	70
	-12
	14.00
(84-70)

	5.00
	16
	75
	-9
	5
	75
	-14
	0.00


· Total Revenue is the product of the Price level and the Quantity sold

TR=P*Q

Price level= TR/Q----------------------,i,
Quantity sold=TR/P-----------------,ii,
· Profit is the difference of the Total Revenue and the Total Cost

Profit= TR-TC
Question 5 [image: image7.png]An amusement park, whose customer set is made up of two markets, adults and children, has developed demand schedules as follows:

The marginal operating cost of each unit of quantity is $5. Because marginal cost is a constant, so is average variable cost. Ignore fixed costs.
owners of the amusement part want to maximize profits.
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Calculate the price, quantity, and profit if: The amusement park charges a different price in the child's market
Please express your answers for Price and Profit in whole dollars (i..10.00)

Please use whole numbers for Quanitiy (i.e. 10, 27, 4)




[image: image8.png]Calculate the price, quantity, and profit if: The amusement park charges a different price in the child's market
Please express your answers for Price and Profit in whole dollars (i..10.00)

Please use whole numbers for Quanitiy (i.e. 10, 27, 4)
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	Price (P)
	Quantity(Q)
	TR(P*Q)
	MR (ΔTR/ΔQ)
	MC (ΔTC/ΔQ)
	Total Cost
	MR-MC
	Profit (TR-TC)

	14.00 
	2
	28
	
	5
	10
	
	

	13.00
	4 (52/13)
	52
	12
	5
	20
	7
	32.00

	12.00 (72/6)
	6
	72
	10
	5
	30
	5
	42.00

	11.00 
	8
	88
	8
	5
	40
	3
	48.00

	10.00
	10
	100
	6
	5
	50
	1
	50.00 (100-50)

	9.00
	12 (108/9)
	108
	4
	5
	60
	-1
	48.00

	8.00 (112/14)
	14
	112
	2
	5
	70
	-3
	42.00

	7.00
	16
	112
	0
	5
	80
	-5
	32.00 (112-80)

	6.00
	18 (108/6)
	108
	-2
	5
	90
	-7
	18.00

	5 (100/20)
	20
	100
	-4
	5
	100
	-9
	0.00


