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Understanding how price changes influence sales and revenue is fundamental for
businesses aiming to optimize profitability. When a company considers lowering prices, it's
crucial to analyze the potential impact on total revenue, which depends on both the change
in price and the change in sales volume. This article explores the scenario where a 10%
price reduction results in a 15% increase in sales, dissecting whether total revenue will
increase or decrease and the underlying economic principles involved.

Understanding Price Elasticity of Demand

Before delving into the specific scenario, it's essential to understand the concept of price
elasticity of demand.

What Is Price Elasticity of Demand?

Price elasticity of demand measures how sensitive the quantity demanded of a good is to a
change in its price. It is calculated as:

\[
\text{Price Elasticity of Demand (PED)} = \frac{\%\ \text{change in quantity

demanded} } {\%\ \text{change in price}}
\]

- Elastic Demand: When PED > 1, demand is elastic; consumers are highly responsive to
price changes.

- Inelastic Demand: When PED < 1, demand is inelastic; consumers are less responsive.
- Unit Elastic: When PED = 1; total revenue remains unchanged when price changes.

Interpreting the Scenario

In the given scenario:

- Price decreases by 10% (a reduction in price)
- Sales volume increases by 15%

The elasticity calculation:



\[

\text{PED} = \frac{15\%}{-10\%} = -1.5

\]

(Note: The negative sign indicates the inverse relationship between price and demand.)

Since the absolute value of PED is 1.5 (>1), the demand is elastic, meaning consumers
respond strongly to price changes.

Impact of Price Change on Total Revenue

Total revenue (TR) is the product of the price per unit (P) and the quantity sold (Q):

\[
TR = P \times Q
\]

Understanding how TR responds to price changes involves analyzing the elasticity and the
percentage change in quantity demanded.

Calculating the Change in Total Revenue

Let’s assume initial price \( P_0\) and initial quantity \( Q_0\). After the price cut:

- New price\(P_.1 =P _0\times (1-0.10) =0.9P 0\)
- New quantity \( Q_1 = Q 0 \times (1 + 0.15) =1.15Q 0)

Initial total revenue:

\[
TR 0=P_0\timesQ 0
\]

New total revenue:

\[
TR_1=P_1\timesQ 1=09P_0\times1.15Q 0=1.035P. 0Q0
\]

Thus,

\[
\frac{TR_1}{TR 0} = 1.035
\]

or



\[
TR_1 = 103.5\% \text{ of } TR_O
\]

This indicates total revenue increases by 3.5% after the price cut.

Conclusion: Total Revenue Will Increase

Based on the calculations, a 10% reduction in price resulting in a 15% increase in sales
volume leads to an overall increase in total revenue by approximately 3.5%. Therefore, the
statement "Total Revenue Will Decrease" is not correct given this scenario.

Key takeaway: When demand is elastic (PED > 1), lowering prices can increase total
revenue because the percentage increase in quantity demanded outweighs the percentage
decrease in price.

Implications for Business Strategy

Understanding the relationship between price changes and total revenue is vital for
effective pricing strategies.

When to Lower Prices

- When demand is elastic, price reductions can boost total revenue.
- When demand is inelastic, lowering prices may decrease total revenue.
- Businesses should analyze their product's elasticity before making pricing decisions.

Strategies to Maximize Revenue

- Conduct market research to estimate elasticity.

- Use promotional pricing during peak demand periods.
- Monitor sales data closely after price adjustments.

- Consider competitor pricing and market conditions.

Common Misconceptions About Pricing and
Revenue

Many businesses and consumers have misconceptions about how price changes impact
revenue.



Misconception 1: Lower Prices Always Decrease
Revenue

This is false if demand is elastic; lowering prices can increase total revenue.
Misconception 2: Higher Prices Always Increase
Revenue

In cases of inelastic demand, higher prices might increase revenue, but if demand becomes
elastic, it could backfire.

Real-World Examples

Understanding theoretical principles is enhanced by real-world examples.

Example 1: Discount Retailers

Retailers often reduce prices during sales, which can lead to increased total revenue if
demand is elastic, especially during holiday seasons.

Example 2: Software Subscriptions

Some software companies lower subscription prices to attract more users, increasing total
revenue when demand is elastic.

Summary and Final Thoughts

- A 10% price cut leading to a 15% increase in sales volume results in a total revenue
increase of approximately 3.5%, given elastic demand.

- The initial statement "Total Revenue Will Decrease" does not hold in this scenario.

- Businesses should analyze their product's price elasticity to make informed pricing
decisions.

- Strategic price reductions can be an effective way to boost revenue when demand is
elastic.



Key Takeaways

- Price elasticity determines how sales and revenue respond to price changes.
- Elastic demand implies price reductions can increase total revenue.

- Accurate elasticity measurement is essential for effective pricing strategies.
- Always consider market conditions, competition, and consumer behavior.

By understanding these principles, businesses can optimize their pricing strategies to
maximize profits and stay competitive in dynamic markets.

Meta Description: Discover how a 10% price cut causing a 15% increase in sales affects
total revenue. Learn about price elasticity, strategic pricing, and real-world examples to
optimize your business decisions.

Frequently Asked Questions

If a 10 percent price reduction leads to a 15 percent
increase in sales, what is the effect on total revenue?

Total revenue will increase because the percentage increase in sales exceeds the
percentage decrease in price.

Does a 10% price cut always guarantee an increase in
total revenue?

Not necessarily; it depends on the price elasticity of demand. In this case, with a 15%
increase in sales, total revenue increases.

What is price elasticity of demand in the scenario where
a 10% price decrease causes a 15% increase in sales?

The price elasticity of demand is 1.5 (15% / 10%), indicating elastic demand.

If total revenue increases after a price cut, what does it
suggest about the demand elasticity?

It suggests that demand is elastic, meaning consumers are sensitive to price changes.

In the context of the given scenario, what is the likely
impact on the company's profit?

If costs remain constant, total revenue increase likely leads to higher profit.



Could a similar percentage price cut and sales increase
lead to a decrease in total revenue if demand is
inelastic?

Yes, if demand were inelastic, a price cut would decrease total revenue, but here demand is
elastic.

Why does a 15% increase in sales outweigh a 10%
decrease in price in terms of total revenue?

Because the percentage increase in quantity demanded exceeds the percentage decrease
in price, leading to higher total revenue.

How can businesses utilize this information to set
optimal pricing strategies?

By understanding demand elasticity, businesses can adjust prices to maximize total
revenue, as demonstrated in this scenario.

Is it always profitable to lower prices if sales increase
by a larger percentage?

Not always; profitability depends on costs, but if sales increase enough to offset the price
reduction, total revenue and profit can rise.

What assumptions are made in concluding that total
revenue will increase after the price cut?

The key assumption is that the demand is elastic, with a 15% increase in sales resulting
from a 10% price decrease.

Additional Resources

Understanding the Price-Sales Revenue Relationship: An In-Depth Analysis of the Impact of
Price Cuts on Total Revenue

Introduction

In the realm of economics and business strategy, understanding how price changes
influence sales volume and consequently total revenue is fundamental. When a company
considers altering its pricing, it must evaluate the potential impact on overall profitability,
market share, and long-term sustainability. The classic question often posed is: If a 10



percent cut in price causes a 15 percent increase in sales, what will be the effect on total
revenue?

This analysis explores this scenario comprehensively, delving into the underlying concepts,
the calculations involved, and the broader implications for business decision-making. We
will closely examine whether total revenue increases or decreases under such conditions,
and the factors that influence this outcome.

Fundamental Concepts: Price, Quantity, and
Revenue

Before analyzing the specific scenario, it’s vital to understand the core concepts involved:

Price

- The amount charged to customers for a product or service.
- Can be adjusted based on market conditions, costs, competitive landscape, or strategic
goals.

Quantity Demanded (Sales Volume)

- The number of units consumers are willing and able to purchase at a given price.
- Typically inversely related to price, though the strength of this relationship varies across
products and markets.

Total Revenue

- Calculated as Price x Quantity Sold.
- The primary measure of a company's sales performance over a period.

Price Elasticity of Demand: The Cornerstone
Concept

Understanding how a change in price affects demand relies on the concept of price
elasticity of demand (PED):

- Price Elasticity of Demand (PED) measures the responsiveness of quantity demanded to a
change in price.



\[

\text{PED} = \frac{\%\ \text{change in quantity demanded}}{\%\ \text{change in price}}
\]

- A PED greater than 1 indicates elastic demand (demand is sensitive to price changes).

- A PED less than 1 indicates inelastic demand (demand is less sensitive).
- A PED exactly equal to 1 indicates unit elastic demand.

In our scenario, the demand is elastic, as a 10% price reduction leads to a 15% increase in
sales, implying a PED of 1.5.

Analyzing the Scenario: Step-by-Step Calculation

Given Data:

- Price reduction: 10%

- Increase in sales volume: 15%

Step 1: Calculate the new price

Original price = \( P\)

New price = \( P_{new} = P \times (1 - 0.10) = 0.90P )

Step 2: Calculate the new quantity demanded

Original quantity = \( Q)

New quantity = \( Q_{new} = Q\times (1 + 0.15) = 1.15Q))

Step 3: Determine the original total revenue

\[
TR _{original} = P \times Q
\]

Step 4: Determine the new total revenue

\[

TR {new} =P _{new} \times Q {new} = (0.90P) \times (1.15Q) = 0.90 \times 1.15 \times P
\times Q

\]

\[
TR _{new} = 1.035 \times P \times Q
\]

Step 5: Compare the original and new total revenues



\[

\text{Change in revenue} = TR _{new} - TR _{original} = 1.035 \times P \times Q - P \times
Q =(1.035-1) \times P \times Q = 0.035 \times P \times Q

\]

This represents a 3.5% increase in total revenue.

Implications of the Calculation

The calculations reveal that:

- The total revenue increases by approximately 3.5% following a 10% price cut that results
in a 15% increase in sales volume.

- Inelasticity or elasticity is key: Since demand is elastic (PED > 1), the percentage increase
in quantity demanded outweighs the percentage decrease in price, leading to increased
total revenue.

Broader Business Insights and Strategic
Implications

This scenario underscores a fundamental principle in pricing strategy:

- When demand is elastic, reducing prices can lead to a net increase in total revenue.
- When demand is inelastic, price reductions tend to decrease total revenue, and price
increases can boost revenue.

Understanding the elasticity of a product or service enables businesses to tailor their
pricing strategies effectively.

Key considerations include:

- Market Demand Characteristics
- Products with many substitutes tend to have elastic demand.
- Necessities with fewer substitutes tend to be inelastic.

- Customer Behavior
- Price-sensitive customers respond strongly to price changes.
- Brand loyalty and perceived value influence elasticity.

- Competitive Landscape
- Competitive pricing can increase elasticity as consumers compare options.



- Cost Structure
- Companies must ensure that the increased sales volume compensates for the lower price
to maintain or improve profitability.

Potential Limitations and Real-World Variations

While the mathematical analysis suggests revenue will increase in this scenario, real-world
factors can complicate this outcome:

- Market Saturation
- There may be a ceiling to demand; beyond a certain point, demand may become less
elastic.

- Pricing Perception
- Significant price cuts might devalue the product or harm brand perception.

- Cost Considerations
- Cost per unit must be sufficiently low to profitably support increased sales.

- Long-term Effects
- Short-term revenue gains might come at the expense of long-term brand equity or
customer loyalty.

- Competitor Responses
- Price cuts by one firm can trigger price wars, affecting overall market profitability.

Conclusion: Does a Price Cut Decrease Total
Revenue?

Based on the detailed analysis:

- The statement "If a 10 percent cut in price causes a 15 percent increase in sales, then
total revenue will decrease" is incorrect.

- Instead, the calculations demonstrate that total revenue will increase by approximately
3.5% under these conditions.

Key Takeaways:

- When demand is elastic, price reductions tend to increase total revenue.

- Businesses should measure the price elasticity of their products to inform pricing
strategies.

- Strategic decisions should consider market dynamics, costs, brand positioning, and long-



term implications.

Final thought:

Understanding the elasticity of demand is crucial. In this scenario, the elastic nature of
demand indicates that lowering prices can be a profitable strategy to boost total revenue,
provided other factors like costs and market perception are managed effectively.

In summary, the statement "a 10 percent cut in price causes a 15 percent increase in sales,
then: a. Total revenue will decrease" is false. Instead, total revenue will increase,
highlighting the importance of elasticity considerations in pricing decisions.
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