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Understanding a firm’s revenue behavior is essential for making informed
business decisions, setting optimal prices, and analyzing market demand. When
a firm reports collecting $90 in revenue from selling 4 units and $100 from
selling 5 units, it offers valuable insight into its pricing strategy and
demand elasticity. This article explores what these figures reveal about the
firm’s revenue structure, the concepts of average and marginal revenue, and
the broader implications for business strategy and market analysis.

Deciphering Revenue Data: Basic Concepts

What Is Revenue?
Revenue, often called sales or turnover, is the total income generated by a
firm from selling goods or services. It is calculated as:

Revenue = Price per Unit × Number of Units Sold

In the scenario presented, the firm’s total revenues change with the number
of units sold, indicating the relationship between price and quantity
demanded.

Understanding the Given Data
The data points are:

Selling 4 units yields $90 in revenue

Selling 5 units yields $100 in revenue

From this, we can derive the average revenue per unit and analyze how revenue
changes with each additional unit sold.



Calculating Price and Revenue Per Unit

Price per Unit at Different Quantities
To find the price per unit, divide total revenue by the number of units sold:

At 4 units: $90 / 4 = $22.50 per unit

At 5 units: $100 / 5 = $20 per unit

This indicates that when the firm sells more units, the price per unit
decreases from $22.50 to $20.00. The decline suggests a downward-sloping
demand curve, characteristic of most markets.

Implication of Changing Prices
The drop in price per unit when increasing sales from 4 to 5 units reflects
typical demand behavior:

As quantity increases, price tends to decrease

The firm may be lowering prices to sell additional units

This pattern is typical of markets where demand is elastic, meaning consumers
buy more when prices decrease.

Understanding Revenue and Demand Elasticity

Average Revenue and Its Significance
Average revenue (AR) is calculated as total revenue divided by the number of
units sold:

At 4 units: AR = $90 / 4 = $22.50

At 5 units: AR = $100 / 5 = $20

In perfect competition, the average revenue per unit equals the market price,



which appears to be the case here.

Marginal Revenue: The Key to Pricing Strategy
Marginal revenue (MR) is the additional revenue generated from selling one
more unit:

MR = Change in total revenue / Change in quantity

Calculating MR between these two points:

Change in revenue: $100 - $90 = $10

Change in units: 5 - 4 = 1

MR = $10 / 1 = $10

Thus, selling the fifth unit adds $10 in revenue.

Analyzing Demand Elasticity and Pricing
Implications

Demand Elasticity Explained
Demand elasticity measures how sensitive the quantity demanded is to price
changes. It’s calculated as:

Elasticity = (% Change in Quantity Demanded) / (% Change in Price)

Using the data:
- Price drops from $22.50 to $20
- Quantity increases from 4 to 5 units

Calculating percentage changes:

Percentage change in quantity: (5 - 4) / 4 = 25%

Percentage change in price: ($20 - $22.50) / $22.50 ≈ -11.11%



Demand elasticity:

= 25% / -11.11% ≈ -2.25

Since the absolute value is greater than 1, demand is elastic, indicating
that consumers are quite responsive to price changes.

Implications for the Firm’s Pricing Strategy
- Pricing below the elastic point can increase total revenue.
- The firm might consider lowering prices further if demand remains elastic.
- Conversely, raising prices could decrease total revenue, as consumers are
sensitive to price increases.

Revenue Optimization and Business Decisions

Maximizing Revenue
The firm needs to analyze the relationship between price, quantity, and
revenue to determine the optimal sales point. Since the marginal revenue from
the fifth unit is $10, and the price per unit has decreased, the firm must
decide whether selling additional units continues to increase total revenue.

Strategies for Revenue Growth
- Price Discrimination: Charging different prices based on consumer segments
to maximize revenue.
- Market Expansion: Increasing demand through marketing or product
differentiation.
- Cost Management: Reducing costs to allow for lower prices without
sacrificing profit margins.

Market Structure and Competitive Environment

Perfect Competition
In perfectly competitive markets:

Prices are determined by market supply and demand



Firms are price takers

Average revenue equals market price

The data suggests the firm operates under such conditions, with prices
adjusting based on demand.

Monopoly and Oligopoly Considerations
In less competitive markets:

Firms have pricing power

Revenue and demand patterns differ significantly

Understanding whether this firm operates in a competitive environment or has
monopoly power influences its pricing strategies.

Conclusion: Making Informed Business Decisions
The scenario where a firm collects $90 in revenue from 4 units and $100 from
5 units provides a practical example of how revenue, price, and demand
interact. Recognizing that the price per unit decreases as sales increase
indicates elastic demand, which informs pricing strategies aimed at
maximizing revenue. Calculating marginal revenue helps in understanding the
additional benefit of selling more units and guides decisions on whether
expanding sales volume is advantageous.

By analyzing these figures, businesses can optimize their pricing, expand
demand, and ultimately improve profitability. Whether operating in a highly
competitive market or a more controlled environment, understanding revenue
dynamics is fundamental to strategic planning and sustained success.

Key Takeaways:
- Revenue is directly linked to price and quantity sold.
- Demand elasticity influences how price adjustments affect total revenue.
- Marginal revenue analysis is crucial for determining the optimal sales
level.
- Market structure impacts pricing strategies and revenue optimization.
- Data-driven analysis supports better business decisions for growth and
profitability.

By mastering these concepts, business owners and managers can better navigate
market challenges and leverage revenue opportunities effectively.



Frequently Asked Questions

What is the average revenue per unit when the firm
sells 4 units?
The average revenue per unit when selling 4 units is $90 / 4 = $22.50.

What is the average revenue per unit when the firm
sells 5 units?
The average revenue per unit when selling 5 units is $100 / 5 = $20.00.

Does the average revenue per unit increase or
decrease as sales increase from 4 to 5 units?
It decreases from $22.50 to $20.00, indicating diminishing average revenue
per unit with higher sales.

Can we determine the firm's total revenue growth
from selling an additional unit?
Yes, total revenue increases from $90 to $100 when sales increase from 4 to 5
units, which is a $10 increase.

What does the change in total revenue suggest about
the firm's pricing strategy?
The increase in total revenue suggests that the firm may be selling
additional units at a lower or constant price, but the average revenue per
unit decreases.

Is there evidence of price discrimination based on
the data provided?
No, the data suggests a change in average revenue per unit but does not
confirm price discrimination without additional information.

What could be a possible reason for the decline in
average revenue per unit when sales increase?
Possible reasons include discounting, bulk pricing, or market saturation
leading to lower prices for additional units.



How can the firm use this revenue data to optimize
its pricing strategy?
The firm can analyze the relationship between units sold and revenue to
identify optimal pricing or sales volume targets for maximizing profit.

Additional Resources
Revenues, Units Sold, and Business Insights: An Analytical Exploration of a
Firm’s Revenue Pattern

In the realm of business and economics, understanding the relationship
between units sold and revenues generated is fundamental for evaluating a
firm's performance, pricing strategies, and market dynamics. An illustrative
example involves a firm that collects $90 in revenues when selling 4 units
and $100 when selling 5 units. At first glance, this might seem
straightforward, but delving deeper reveals a tapestry of insights about
pricing, demand elasticity, cost structures, and strategic decision-making.
In this comprehensive analysis, we explore the intricacies behind these
figures, dissect the underlying assumptions, and interpret what they imply
about the firm’s operations and market environment.

---

Understanding the Basic Data: Revenues and
Units Sold

The Raw Data

The primary facts are:

- When the firm sells 4 units, total revenue (TR) = $90
- When the firm sells 5 units, total revenue (TR) = $100

From these, we can determine the average revenue per unit and analyze how
revenue changes with units sold.

Average Revenue per Unit:

- At 4 units: \( \frac{90}{4} = \$22.50 \)
- At 5 units: \( \frac{100}{5} = \$20 \)

This reveals that the average revenue per unit decreases as sales increase,
hinting at possible pricing strategies or demand characteristics.



---

Dissecting the Revenue Data: Price and Demand
Dynamics

Price per Unit Analysis

Assuming the revenue figures are derived from a single product or service
sold at a uniform price per unit (a common assumption in basic economic
models), we can infer the per-unit prices at each sales volume:

- For 4 units: Price per unit = \( \frac{90}{4} = \$22.50 \)
- For 5 units: Price per unit = \( \frac{100}{5} = \$20 \)

This suggests the firm may be lowering its price per unit when increasing
sales, a typical tactic to stimulate demand or clear inventory.
Alternatively, it could reflect a tiered or volume-based pricing structure.

Implication: The decrease in unit price as sales increase indicates a
downward sloping demand curve, which is consistent with economic theory.
Customers are willing to buy more only at lower prices, and the firm adjusts
prices accordingly.

Demand and Elasticity Considerations

Demand elasticity measures how sensitive the quantity demanded is to price
changes. Here, the firm’s revenue increases as it sells more units, despite a
slight decrease in price per unit.

- Total Revenue increase: from $90 to $100 (a 11.11% increase)
- Units sold increase: from 4 to 5 (a 25% increase)
- Price decrease per unit: from $22.50 to $20 (a 11.11% decrease)

The revenue increase despite falling unit prices suggests that the demand for
the product is elastic: consumers respond more to price reductions with
increased purchases, leading to overall revenue growth.

Demand Elasticity Calculation:

\[
\text{Price Elasticity of Demand} = \frac{\%\ \text{change in quantity
demanded}}{\%\ \text{change in price}} = \frac{25\%}{-11.11\%} \approx -2.25
\]



The absolute value exceeds 1, confirming elastic demand: a 1% decrease in
price results in more than a 1% increase in quantity demanded, boosting total
revenue.

---

Implications for the Firm’s Pricing Strategy

Revenue Maximization and Profitability

The data hints at a strategic pricing approach aimed at maximizing revenue:

- Price discrimination or tiered pricing: The firm might be setting different
prices based on sales volume or customer segments.
- Demand stimulation: Lowering prices to attract more customers, thereby
increasing total revenue.
- Market penetration: Selling more units at lower prices could help the firm
establish a foothold in the market.

However, revenue alone doesn’t tell the full story. To evaluate
profitability, costs associated with production, marketing, and distribution
must be considered.

Cost Considerations

Suppose the firm’s cost per unit is constant or increasing with volume. If
costs per unit are higher than the selling price at 4 units (\$22.50), the
firm incurs a loss; if lower, it gains profit.

- Break-even analysis: The firm needs to know the minimum price per unit to
cover costs.
- Profit margins: Calculated as \( \text{Price} - \text{Cost} \). Without
cost data, we cannot definitively comment on profitability, but the revenue
figures provide a starting point.

The revenue increase from 4 to 5 units suggests that, at least at these
levels, the firm is capturing additional sales that could be profitable if
costs are managed effectively.

---



Market and Strategic Insights

Market Demand and Consumer Behavior

The data reflects typical demand behavior: as price drops, quantity demanded
rises. The elastic demand indicates consumers are responsive to price
changes, which suggests:

- The product is not a luxury but a necessity or a highly substitutable good.
- Competitors may exist, influencing the firm’s pricing flexibility.
- The firm must balance price reductions with cost management to sustain
profitability.

Competitive Positioning

If the firm is lowering prices to increase sales, it could be:

- Engaged in a price competition strategy.
- Attempting to gain market share.
- Testing demand sensitivity to optimize pricing.

Alternatively, the firm might be facing inventory constraints or seasonal
demand patterns, prompting temporary price adjustments.

Strategic Recommendations

Based on this revenue pattern, several strategic actions emerge:

1. Price Optimization: Continue testing different price points to find the
revenue-maximizing level.
2. Cost Management: Reduce costs to improve margins at current prices.
3. Product Differentiation: Incorporate value-added features to justify
higher prices.
4. Market Segmentation: Offer tailored pricing to different customer segments
to maximize revenue.

---

Limitations of the Data and Further Analysis

While the revenue and units sold data provide valuable insights, they are
limited in scope:



- Lack of cost data: Without knowing the cost per unit, profitability cannot
be assessed.
- No information on demand at other sales levels: Data for 1-3 units or
beyond 5 units would clarify the demand curve better.
- No insight into external factors: Market conditions, competition, and
consumer preferences influence sales but are unaccounted for here.

Further analysis could involve:

- Collecting data across a broader range of sales volumes.
- Conducting price elasticity studies at different price points.
- Analyzing the impact of marketing efforts or external shocks.

---

Conclusion: From Numbers to Strategic Insights

The example of a firm generating $90 in revenue at 4 units and $100 at 5
units illuminates core principles of demand, pricing, and revenue management.
The observed decline in per-unit price alongside increasing total revenue
underscores the elastic nature of demand and the importance of strategic
pricing adjustments. For business leaders, such data points serve as a
foundation for optimizing sales strategies, balancing revenue growth with
cost management, and understanding customer responsiveness.

Ultimately, this scenario highlights the delicate interplay between units
sold, pricing, and revenues—a dance that requires constant calibration as
market conditions evolve. While these numbers provide a snapshot, they also
invite deeper investigation into demand patterns, cost structures, and
competitive positioning, all essential for crafting sustainable, profitable
growth strategies in an ever-competitive marketplace.
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