

Answers: Revenues
Q1 Looking back
(a) Price changes from £7 to £6
PED 25% / 14.3% = 1.75; Elastic; Revenue rises by £2
(b) Price changes from £4 to £3
PED 14.3% / 25% = 0.57; Inelastic; Revenue falls by £4

Q2 Calculating Total and Marginal RevenueRevenue
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	Sales
	AR/Price
	TR
	MR

	1
	10
	10
	

	2
	9
	18
	8

	3
	8
	24
	6

	4
	7
	28
	4

	5
	6
	30
	2

	6
	5
	30
	0

	7
	4
	28
	-2

	8
	3
	24
	-4

	9
	2
	18
	-6

	10
	1
	10
	-8



Explain that MR must become zero at the highest point of TR, and why



Q3 Marginal Revenue
Because, with a downward sloping demand curve, it is necessary to reduce the Price for all goods sold (ie AR) in order to sell more of the goods, therefore the reduction in revenue is applied to each unit sold not just the marginal unit. 

Q4 Definitions
Revenue is the income generated from the sale of goods and services in a market
Average Revenue (AR) = price per unit = total revenue/output
The AR curve is the same as the demand curve
Marginal Revenue (MR) = the change in revenue from selling one extra unit of output
Total Revenue (TR) = Price per unit x quantity


Q5 Brilliant Beans
Brilliant Beans is likely to face a lot of competition from other similar stalls on the station concourse. They may decide to reduce price in order to attract customers away from their competitors, and therefore must assume that demand is Price Elastic, so that a cut in price will result in a proportionately larger rise in demand, resulting in an increase in Total Revenue.
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