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[bookmark: _Toc107522622]Introduction
The profit maximisation theory and the value maximising theory are the two business theories examined in this essay. Instead of comparison, the study concentrates on the presentation of two concepts. The theory of the business profit - related maximisation or value maximisation of ASI is examined from the integration perspective in managerial economics. Typically, corporations are used to describe management decision-making. Shareholders of the company are likely to oust managers that prioritise their personal utility or interests over the success or worth of the company. Alternately, if managers don't fully take advantage of business prospects, another company that recognises their profit potential will take control.

[bookmark: _Toc107522623]Profit Maximisation Theory
The classic economic structure of the company makes the assumption that a corporation's goal is to enhance short-run profits, or earnings in the immediate future, which are typically considered to be earnings in the current year. The conventional microeconomic theory describes how prices and production are determined under various market structures, such as competitive equilibrium, monopolies, and monopolistic competition, by assuming that a firm's goal is to maximise present or short-term profits (Balcan et al., 2018). The firm's present short-run profit maximisation approach has given decision-makers a beneficial foundation for effective resource management and allocation. The difference between the amount income and total expense is the profit. It should be emphasised that the definition of cost used in management economics and economic theory differs from the definition of cost used by accounting professionals. The idea of profits used in theoretical framework and that utilised in its computation by the accountant are different due to the different ways that expenses are accounted considered.
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Fig: Profit maximisation of firm
(Source: ijsdr.org, 2019)

Where TR represents for total income, TC for overall economic costs, and "π” for cumulative output profits. When businesses decide how much output to generate and how much to charge for a product, they aim to maximise economic profits. This is seen in Fig. 1, where the TR curve shows the total income generated from the sale of a product's various production levels. Total economic costs are represented by the TC curve at various output levels. It may be observed in Fig. 1's upper portion. Entire economic expenses equal total income at the OM level of production, which means that the business is barely breaking even at this volume of performance. The break-even point, or point B, is where the TR and TC curves intersect. Profits continue to rise until quantity supplied OQ is attained. The upper portion of Figure 1 shows that the gap between the TR and TC curves is greatest at output OQ, which corresponds to the biggest change between variable costs and fixed costs, or JH.

Therefore, provided the circumstances listed below are met, every business choice made by a company will boost its profits: 
1. It results in an increase in overall income that outweighs an increase in expenses.
2. While expenses remain the same, it increases income.
3. It lowers expenses more than it lowers income.
4. Revenue stays the same while expenditures are reduced.
Despite the firm's profit-maximizing model's advantages, it has two significant drawbacks. First, it excludes the time dimension from the firm's decision-making procedure (Beerbaum and Puaschunder, 2019). Second, it does not examine the firm's behaviour in risky and uncertain situations. By introducing temporal dimension into the management decision-making process, the current model of the company known as "Firm's value Maximization Model" or Shareholder's wealth Maximising Model" overcomes these restrictions. This model also takes into account the risk that goes into company decisions.
[bookmark: _Toc107522624]Various issues to be considered by management in decision making
In contemporary management economics, managers make decisions about their businesses with the goal of maximising the firm's value. Since the owners of a corporation are its shareholders, the worth of a corporation reflects the wealth of its owners. Therefore, increasing a company's value also means increasing shareholder wealth. This concept is sometimes referred to as the "shareholders wealth maximisation model." Modern management economics therefore breaks from classical economic theory, which assumes that owners of privately held businesses or corporate executives strive to maximise short-term profits (Wang et al., 2018). It has frequently been noted that businesses forgo some short-term revenues in order to achieve bigger profits in the following years. In other words, they strive to maximise long-term earnings. Business organisations spend a lot of money on R&D, new capital equipment, and pricey marketing campaigns for their products in order to achieve this goal. As a result, it is crucial that time be taken into account when commercial enterprise managers analyse their decision-making processes. According to contemporary firm theory, the main goal of the company or its management is to maximise shareholder or wealth value. The present value of the firm's cost and profit flows over a number of future years is calculated to determine the firm's worth. Since a dollar of sales and profit is valued less than a dollar of revenue in the present, future gains must be discounted in order to achieve this. The present value of the anticipated future earnings of the company, then, represents the wealth of the company or its shareholders (Amin and Habibi, 2022).

As a result, the following is an expression of a firm's value:
Firm value is equal to the present value of anticipated future earnings.
[image: ]
Profits, which are the result of dividing revenue (R) by cost (Q), may be expressed as the following in the equation (1) above:[image: ]

" π1, " π2, etc. are the anticipated earnings in each of the upcoming decades t1, t2, t3, and so on up to any potential period n which are regarded by the firm for maximizing profits of expectations of future profits, and I is the adequate interest rate at which anticipated future profits are discounted to yield the present value of the firm. ∑ stands for the whole present value of anticipated future earnings. It should be noticed that time dimension has been incorporated into the maximisation model in the aforementioned equations (1) and (2) by taking into account predicted future earnings rather than just the gains for the current year.  Second, this approach also permits taking risk and uncertainty into account. For instance, there will be a lot of risk involved if a series of future earnings is extremely unpredictable (that is, it is likely to deviate significantly from the predicted values of future profits). The discounted cost of borrowing can be increased to provide the shareholders more money in exchange for taking on this risk (Brest et al., 2018). Therefore, shareholders will place a lesser value on future profits if there is a higher risk involved in getting that profit. Thus, it is clear that the firm's value maximisation model helps us to get beyond the two main drawbacks of the stagnant short-run profit maximisation model. By breaking down TR and TC, which determine the profits the firm makes, more information on maximising the value of the company may be learned. TR is calculated by multiplying the price by the amount of production sold. TR = Pt, therefore Qt Where Pt denotes the cost of the company's goods during a certain time period and Qt the number of units sold during that time period. Cost may be calculated by adding the variable and fixed expenses together (Hall, 2018). Thus
TC=Vt.Qt + F Where Qt shows the amount variable cost during a period, and Vt represents the average variable cost. The entire fixed cost is represented by ft. Equation (2)'s measurement of the firm's current value yields the following notation:[image: ]

While (Vt. Qt + F) represents the whole expense of the company throughout the time, the term Pt. Qt calculates the overall income made by the selling of the goods. It is clear from firm equation (3) that the company's value depends on both the product's sales (Qt) and the managers' choice of pricing (Pt), on the one side, and the company's costs, whether variable and fixed, on either. A company's marketing plan and demand function determine its sales and price decisions. The ratios of variable and fixed costs in the business's total cost function are determined by the investment appraisal a firm makes, or, to put it another way, by capital budgeting. The selection of a production technique to be utilised in the manufacture of a commodity determines how the total cost is divided into fixed and variable expenses. The business will therefore incur more fixed costs if it chooses a capital-intensive technique, and vice versa.
The physical aspects of manufacturing, such as the technology utilised and the cost of inputs, can affect production costs (Shi et al., 2020). The discount cost of borrowing used to calculate the stream of predicted future earnings' current value relies on the assessed risk of the company, the anticipated rate of inflation, and the state of the financial markets. The state of the financial markets affects interest rates, which in turn affects the firm's borrowing expenses. Therefore, it is evident that equation (3) gives us a consistent theme for the examination of a firm's business choice. 

The company's main mission is to maximise its value, or the wealth of its owners. But there are several obstacles in the way of it achieving its goal (Eka, 2018). Therefore, managers of the enterprises must consider a number of restrictions in order to make judgments that are efficient or optimal in terms of price level of output, manufacturing technique, and expenses. A business aims to maximise its earnings or the present value of the sequence of anticipated future earnings, subject to different limitations. Constrained optimisation, thus, refers to the decision-making process used by a corporation to increase revenue or the worth of the firm. The options or various plans of action through which a corporation must pick in order to maximise its profits or value are limited by the restrictions it must deal with (Kopf, 2020).

These constraints are of the following types:
· Legal Constraints: The legal restraints pertain to legislation like minimum wage acts, firm operates to control company performance, Anti-Trust Acts or Competition Promotion Acts to prevent the establishment of monopolistic and unfair trade practises, restrictions established by related share issuance and trades on stock exchanges. In addition, there are regulations that mandate that businesses maintain the necessary employee health and safety requirements as well as pollution emission limits to safeguard the environment. In order to change behaviour and make it fit with the larger societal goals, a society places various restrictions on the corporations (Ratten, 2020).
·  Input Constraints: The scarce supply of necessary physical inputs is another significant category of restrictions. A company might not be ready to employ as many qualified people as it requires to produce a good. A company could also have trouble finding certain raw materials that it needs for production. Other limitations that a company may be dealing with include restricted production space and storage options.
· Financial Constraints: The financial resources that a company is able to raise are another form of limitation that affects how well it can operate (Papanastasiou et al., 2019).

Two important sources of raising resources for corporate firms are: 
(1) Issuing bonds or shares to raise money on the stock market.
(2) Getting loans from business banks and other financial organisations. The businesses can have trouble obtaining the necessary funds from these two different sources.
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The fundamental business model described above, which holds that the manager's top priority should be to maximise the firm's value or shareholders' wealth, has come under fire for being overly idealistic. More precisely, it has been claimed that increasing short-term profits or current value of the company views bigger earnings as the only goal of the company's selling or the foundation of the company's behaviour. It is noted that in today's corporate structure of commercial enterprises, managers work to further their own interests by increasing their authority, prestige, and leisure in their decision-making. Managers may really maximise their own utility rather than the revenues or brand value of the company. Thus, William Baumol has suggested that managers prioritise increasing sales above maximising profits or the firm's worth. In place of the profit or value maximisation approach, he has proposed the sales maximisation model. According to Olivar Williamson, managers of contemporary corporate businesses aim to maximise corporate usefulness rather than the short-term earnings or company worth. He contends that a manager's usefulness is influenced by his or her pay, benefits, stock options, number of subordinate employees under him or her, and degree of control over the business. Finally, Richard Cyert and James March have indicated that management of a contemporary business is a particularly challenging and complicated undertaking in light of the significant uncertainty and numerous restrictions encountered by a firm, building on the work of Herbert Simon, a Nobel Prize winner in economics. They contend that, despite their best efforts, managers are unable to maximise profitability. Therefore, in their eyes, managers just seek to be satisfied, which means they make an effort to perform satisfactorily in terms of earnings, sales, market share, or company growth. As a result, managers of commercial firms attempt to please instead of to maximise, thus according Simon, Cyert, and March.


[bookmark: _Toc107522626]Conclusion
Although several important features of management behaviour are highlighted by other theories of organisations, none of them offer a sufficient replacement for the firm's profit or value maximisation model. Shareholders of the company are likely to oust managers that prioritise their personal utility or interests over the success or worth of the company. Alternately, if management don't fully take advantage of business prospects, another company that recognises the potential for profit will take over. According to research, in capitalist economies, there is fierce rivalry on the capital and product markets, which encourages managers to prioritise maximising the firm's earnings or value (i.e. shareholder wealth) above advancing their personal interests or increasing their utility. If they don't, either the shareholders will replace them, or other people will take over the businesses they are managing. Additionally, recent research indicates a strong association between management pay and profits (i.e. their salaries and perks). As a result, managers in modern free market economies have significant incentives to follow the profit motive or company value maximisation. Additionally, recent research indicates a strong association between management pay and profits (i.e. their salaries and perks). As a result, managers in modern free market economies have significant incentives to follow the profit motive or company value maximisation. Additionally, recent research indicates a strong association between management pay and profits (i.e. their salaries and perks). Since it influences the rate of return on money invested, stockholders are interested in the company's efforts to maximise profits or value.
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