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Increase The Selling PriceDecrease The Variable Expenses Per UnitWhich Of The Following Is NOT

Away That is a question often encountered in managerial accounting and business strategy

discussions. It highlights the critical choices managers face when trying to improve profitability. While

increasing selling prices and decreasing variable expenses per unit are common tactics, understanding

their implications, benefits, and limitations is essential for making sound financial decisions. This article

explores these strategies in depth, clarifies the concept of what is NOT a way to enhance profitability,

and provides actionable insights for business owners and managers seeking to optimize their

operations.

---

Understanding the Basics: Selling Price and Variable Expenses

What Is Selling Price?

The selling price per unit is the amount a business charges its customers for a product or service. It is

a crucial component of revenue generation and directly impacts the company's gross profit. Managers

often aim to increase the selling price to boost margins, but this approach must be balanced against

potential demand reduction.



What Are Variable Expenses?

Variable expenses are costs that fluctuate directly with the production or sales volume. Examples

include raw materials, direct labor, packaging, and commissions. Decreasing variable expenses per

unit can increase profit margins without necessarily affecting sales volume.

---

Strategies for Improving Profitability

1. Increasing the Selling Price

Raising the selling price can lead to higher contribution margins per unit, thereby improving overall

profitability. However, it must be approached cautiously because:

- It may reduce demand if customers perceive the product as overpriced.

- Competitors’ pricing strategies can influence the effectiveness of this tactic.

- Price elasticity of demand determines how much sales volume will decline after a price increase.

2. Decreasing Variable Expenses Per Unit

Reducing variable costs can directly improve contribution margin without affecting the selling price.

This can be achieved through:

- Negotiating better terms with suppliers.

- Improving production efficiency.

- Automating processes to reduce labor costs.

- Sourcing cheaper raw materials without compromising quality.



3. Other Profitability Enhancement Strategies

Besides increasing prices and reducing variable costs, businesses can consider:

- Increasing sales volume through marketing and expansion.

- Improving product mix to focus on higher-margin products.

- Reducing fixed costs to enhance overall profitability.

- Innovating new products or services to command higher prices.

---

Understanding What Is NOT a Way to Increase Profitability

Common Misconceptions and False Strategies

While many strategies are effective, some are misconceptions or ineffective approaches when it comes

to improving profitability. The question "which of the following is NOT a way?" often refers to these.

Examples include:

- Reducing the selling price to increase sales volume: Although increasing sales can boost total

revenue, lowering prices may erode profit margins unless there is a significant increase in sales

volume that compensates for the lower unit margin.

- Increasing fixed costs to support growth: Spending more on advertising or infrastructure doesn't

directly increase profit unless the resulting sales increase sufficiently to cover the additional costs.

- Ignoring variable costs and focusing solely on sales volume: Increasing sales without controlling

variable costs can lead to higher total expenses and lower overall profitability if the variable costs

outweigh the incremental revenue.

Key Point:



The method that is NOT effective for increasing profitability is often a strategy that either reduces profit

margins without sufficient sales volume increase or increases costs without a proportional benefit.

---

Analyzing the Impact of Price and Cost Strategies

Impact of Increasing Selling Price

Raising the selling price can improve contribution margin per unit, but it must be balanced against

potential demand reduction. The law of demand suggests that as price increases, demand tends to

decrease, which can offset gains from higher prices.

Pros:

- Higher contribution margin.

- Potentially higher gross profit per unit.

- Better perceived value if priced appropriately.

Cons:

- Risk of losing customers to competitors.

- Possible decline in sales volume.

Impact of Decreasing Variable Expenses Per Unit

Reducing variable costs per unit increases profit margins without affecting the selling price, thus

potentially increasing total profit if sales volume remains constant.

Pros:

- Immediate improvement in contribution margin.



- No impact on customer perception.

- Often achievable through operational efficiencies.

Cons:

- May compromise quality if cost reductions are aggressive.

- Potentially lower product value if raw material quality declines.

---

Practical Examples and Business Scenarios

Scenario 1: Small Business Manufacturing

A manufacturer produces a product with a selling price of $50 per unit and variable costs of $30 per

unit. The company considers:

- Increasing the selling price to $55.

- Negotiating with suppliers to reduce variable costs to $25.

Analysis:

- Increasing the price to $55 increases contribution margin per unit from $20 to $25.

- Reducing variable costs to $25 increases contribution margin per unit to $30.

Outcome:

- Both strategies improve profitability, but reducing variable costs may be more sustainable and less

risk-prone than raising prices, especially if demand is elastic.



Scenario 2: Service Industry

A consulting firm charges $200 per hour, with variable costs (e.g., subcontractor fees) of $50 per hour.

They consider:

- Raising the hourly rate to $220.

- Finding ways to cut variable costs to $40 per hour.

Analysis:

- Price increase raises contribution margin from $150 to $180.

- Cost reduction increases contribution margin from $150 to $180 as well.

Outcome:

- Both strategies are effective, but the firm must consider client sensitivity to price increases and the

feasibility of reducing subcontractor costs.

---

Conclusion: Which Is NOT a Way to Increase Profitability?

The critical takeaway is that not every strategy aimed at boosting profitability is effective or

sustainable. For example, simply reducing prices to increase sales volume can backfire if the demand

is price-sensitive, leading to lower overall profit margins. Conversely, increasing fixed costs without a

corresponding increase in sales volume or efficiency gains does not improve profitability.

Summary of key points:

- Increasing selling price can improve contribution margins but risks demand reduction.

- Decreasing variable expenses per unit enhances margins without affecting demand.

- Strategies such as increasing fixed costs or reducing prices without demand considerations are NOT



effective ways to increase profitability.

---

Final Thoughts: Strategic Approach to Profitability

Enhancement

Optimizing profitability requires a balanced approach that considers market conditions, cost structures,

and customer behavior. Managers must analyze their product or service's price elasticity, control

variable costs through operational efficiencies, and avoid strategies that might harm long-term

profitability. Recognizing what is NOT an effective method—such as indiscriminately lowering prices or

increasing fixed costs without supporting data—is crucial for sustainable business growth.

By understanding the nuances between increasing the selling price, decreasing variable expenses, and

other operational strategies, companies can make informed decisions that enhance their financial

health. The key is to adopt a comprehensive, data-driven approach that aligns with market realities

and business objectives.

---

In conclusion, the question "Increase The Selling PriceDecrease The Variable Expenses Per

UnitWhich Of The Following Is NOT Away That" underscores the importance of strategic financial

management. While adjustments in pricing and costs are powerful tools, knowing which methods are

ineffective or counterproductive is essential for true profitability enhancement.

Frequently Asked Questions



What is one effective way to increase the selling price of a product?

One effective way is to enhance the product's value through quality improvements, branding, or added

features to justify a higher price.

How can decreasing variable expenses per unit impact overall

profitability?

Reducing variable expenses per unit lowers the cost per product, which can increase profit margins

even without changing the selling price.

Which of the following is NOT a typical method to increase the selling

price?

Offering significant discounts or reducing product quality to cut costs is NOT a method to increase the

selling price.

What strategies can a company use to decrease variable expenses per

unit?

Strategies include negotiating better supplier contracts, improving production efficiency, and reducing

waste.

Why might a business choose to increase the selling price instead of

decreasing variable expenses?

Increasing the selling price can improve profit margins without the need for operational changes,

especially if there's strong demand or brand value.

What is a potential risk of increasing the selling price?

It may reduce sales volume if customers perceive the price as too high, potentially lowering overall



revenue.

Can decreasing variable expenses per unit be a sustainable long-term

strategy?

Yes, if the company finds consistent ways to reduce costs without compromising quality, it can be

sustainable and improve profitability.

Which of the following is NOT a direct way to influence the selling

price?

Changing the company's advertising budget alone does not directly influence the selling price.

What is an example of a tactic that does NOT help in increasing the

selling price?

Offering heavy discounts or sales promotions tends to lower the effective selling price, not increase it.

Additional Resources

Increase The Selling Price Decrease The Variable Expenses Per Unit: Which Of The Following Is NOT

A Way That?

In the realm of business management and financial optimization, understanding how to improve profit

margins is essential. Two common strategies often discussed are increasing the selling price and

decreasing the variable expenses per unit. These tactics are fundamental in enhancing a company's

profitability and competitiveness. However, as with any strategic approach, not all methods or options

are equally effective or relevant. This article delves deeply into these strategies, clarifies their

mechanisms, and explores which options are not ways to achieve improved profitability through these

avenues.



---

Understanding the Core Concepts

Before exploring the specific strategies, it’s crucial to understand the foundational concepts involved:

selling price, variable expenses, and their roles in cost-volume-profit (CVP) analysis.

What Is Selling Price?

The selling price per unit is the amount a company charges customers for each product or service. It

directly influences sales revenue, which is calculated as:

> Sales Revenue = Selling Price per Unit × Number of Units Sold

Increasing the selling price, all other factors held constant, will typically lead to higher revenue per unit,

potentially improving overall profit margins.

What Are Variable Expenses?

Variable expenses are costs that fluctuate directly with the level of production or sales volume.

Examples include raw materials, direct labor costs, commissions, and packaging. The total variable

expense is calculated as:

> Total Variable Expenses = Variable Expense per Unit × Number of Units Sold

Reducing the variable expense per unit can increase profit margins, assuming sales volume remains

constant.



The Relationship Between Price, Expenses, and Profit

Profit can be expressed through the contribution margin approach:

> Contribution Margin = Selling Price per Unit – Variable Expenses per Unit

An increase in the contribution margin, either by raising the selling price or lowering variable expenses,

boosts profitability.

---

Strategies to Improve Profitability

Now, let’s explore the main strategies under discussion: Increasing the Selling Price and Decreasing

the Variable Expenses Per Unit.

1. Increasing the Selling Price

Advantages:

- Directly increases revenue per sale.

- Can improve profit margins if demand remains inelastic.

- May enhance perceived value or exclusivity of the product.

Challenges:

- Risk of reduced sales volume if demand is sensitive to price changes.

- Potential customer pushback or competitive disadvantages.

- Possible impact on brand positioning if prices are increased too aggressively.



Implementation Tips:

- Conduct market research to assess price elasticity.

- Communicate value effectively to justify higher prices.

- Combine with quality improvements or added features.

2. Decreasing the Variable Expenses Per Unit

Advantages:

- Improves contribution margin without affecting sales volume.

- Often achieved through operational efficiencies, bulk purchasing, or process improvements.

- Can be a more stable strategy in markets where price increases are limited.

Challenges:

- May involve upfront investments or process changes.

- Risk of compromising quality if cost-cutting is too aggressive.

- Supplier negotiations may not always yield lower prices.

Implementation Tips:

- Review supply chain for cost-saving opportunities.

- Invest in process automation or training.

- Negotiate better terms with suppliers.

---

Which Of The Following Is NOT A Way That?

Given these strategies, it’s important to identify which options do not serve as ways to increase the

selling price or decrease variable expenses per unit. This is often a multiple-choice question in

managerial accounting, testing understanding of relevant and irrelevant strategies.



Common options include:

A. Increasing advertising to boost sales volume

Analysis: Increasing advertising can lead to higher sales volume, which may dilute the effect of price

increases or variable expense reductions. While it can support price increases, it does not directly

increase the selling price or decrease variable expenses per unit. Therefore, it’s not a direct way to

achieve these goals.

B. Improving production efficiency to lower variable costs

Analysis: This directly decreases variable expenses per unit, making it a valid strategy.

C. Raising prices on existing products

Analysis: Clearly increases the selling price, which is a direct approach.

D. Negotiating better terms with suppliers to reduce raw material costs

Analysis: This directly reduces variable expenses per unit, making it a valid method.

E. Adding a premium feature to justify higher prices

Analysis: This can support price increases, making it a valid approach.

---

Deep Dive: Why Some Options Are NOT Valid Strategies

Let’s analyze in detail why some options are not ways to increase the selling price or decrease

variable expenses per unit.



1. Increasing Advertising to Boost Sales Volume

Why It’s Not a Direct Method:

While increasing advertising can lead to increased sales volume, it doesn’t inherently raise the selling

price or reduce variable costs per unit. Instead, it shifts focus toward sales growth, which might

increase total contribution margin but does not directly impact per-unit pricing or costs.

Implication:

In the context of strategies aimed at per-unit profitability improvements, this is an indirect approach. It’s

more about sales volume expansion than about adjusting prices or costs per unit.

2. Selling Products at a Lower Price (Discounting)

Why It’s Not a Strategy for Increasing Price:

Lowering prices is the opposite of increasing the selling price. While it may be used to increase sales

volume or clear inventory, it does not contribute to the goal of increasing the selling price.

Implication:

This strategy does not align with the objective of raising profitability through higher prices; instead, it

might reduce profit margins unless offset by a significant increase in volume.

3. Increasing Fixed Expenses

Why It’s Not Relevant:

Raising fixed expenses does not impact the contribution margin per unit directly. Fixed costs are

spread over units sold, but increasing fixed costs without corresponding revenue increases can harm

overall profitability.



Implication:

This is not a method to increase the selling price or decrease variable expenses per unit.

4. Improving Product Quality Without Cost Reduction

Why It’s Not a Cost-Related Strategy:

Enhancing quality may justify higher prices, but unless it’s accompanied by a price increase, it doesn’t

directly increase the selling price. Also, if quality improvements lead to higher variable costs, it might

offset the benefits.

Implication:

While quality improvements support price increases, on their own, they are not a direct method to

decrease variable expenses.

---

Summary of Key Takeaways

- Increasing the selling price directly enhances revenue per unit, boosting profit margins if demand

remains stable.

- Decreasing variable expenses per unit improves contribution margin by reducing costs directly

associated with production.

- Strategies such as improving production efficiency or negotiating with suppliers are effective

approaches.

- Advertising and other promotional activities are not direct methods to increase the selling price or

decrease variable expenses but may support overall sales growth.

- Lowering prices or increasing fixed expenses do not align with the goal of improving contribution

margins through price or cost adjustments.



---

Final Thoughts

Understanding which strategies directly impact the selling price and variable expenses per unit is

crucial for effective managerial decision-making. It allows managers to focus their efforts on actions

that will genuinely enhance profitability rather than pursuing indirect or ineffective tactics.

In summary, not all operational or strategic initiatives are suitable for increasing the selling price or

decreasing variable expenses per unit. Recognizing these distinctions ensures a clear, targeted

approach to financial improvement and sustainable growth.

---

In conclusion, when evaluating options or planning strategic initiatives, always ask: Does this action

directly increase the selling price or decrease the variable expenses per unit? If the answer is no, then

it’s likely not an effective method for achieving the specific goal of improving contribution margins

through price or cost reductions.
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