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Introduction
Production is a function of labour, capital, land, and entrepreneurship. This paper aims to analyse the costs that should be increased, reduced, or remained constant in the Harriot Hotel. Harriot Hotel is one of the fast growing hotel in Europe that has markets in America and some part of Africa. The company intends to expand to China; thus, this paper was purposed to assess its costs variances. It is given that employees' wages take 25% of the revenue. Interest on a loan takes 17% of the revenue; advertising cost, housekeeping, customer discount, and stationery take 12%, 8.3%, 13.3%, and 5% respectively. The paper, therefore, gives an advisory opinion as follows.
Employees’ wages
Employees play a very critical role in the success of the business. For example, employees are part of the factors of production as they constitute labour as a factor of production. From the budget forecasting, Harriot Hotel projected the employees’ salaries should take 25% of the revenue. Increasing the employees’ wages has the effect of increasing the overall cost of production. When the overhead costs are increased, the cost of production goes up and there is the cost burden which is passed to the customers in the form of higher prices for the goods. Food products is a normal good; the higher price in normal good results in lower demand. From the law of demand, the higher the price, the lower the quantity demanded, and the vice versa.
Based on the law of demand, when the employees' wages have increased, the demand for the food products is likely to decrease. Furthermore, the effects of Covid-19 have affected the demand for these products since the consumer purchasing power has been adversely affected by the pandemic. It is prudent to analyse the increase in employees' salaries from the supply point of view. Increasing the employees' wages has the effect of improving the employees' morale and loyalty that can improve their marginal productivity (Campbell 201). An increase in marginal productivity has the effect of increasing production, thus more output. The law of supply states that the higher the supply of goods and services supplied, the lower the price. Therefore, when the employees' wages are increased during this pandemic, two observations are made. First, the prices of food products are likely to drop and the cost of production is likely to increase. Therefore, employees' wages should not be increased. Reducing the employees' wages has economic and social consequences. Reducing employees' wages will results in the demoralisation of employees’ morale, thus reduced marginal productivity. When the employees' morale is demoralised, there will be a reduction in the output produced. From the microeconomic perspective, revenue is a function of quantity produced and the price. When the level of output is reduced, the revenue will reduce; thus, the firm will have major financial problems that may even lead to liquidation (Campbell 113). Fixed costs are costs that have no direct relationship with the level of output. Examples of fixed costs are wages and salaries, interest expenses, depreciation, insurance, and property taxes. Employees' wages are, therefore, a fixed cost whose effect is indirectly related to output; thus, the employees’ wages should be maintained at 25%.
Advertising costs
These are expenses associated with the business promotion, brand development, and general marketing of goods and services. Advertising costs are variable costs since they affect the sales volumes. Experiences show that the higher the advertising the firm does, the larger the market share it creates for the products. It is given that the advertising costs are at 12% of the revenue of the organisation. In examining the variances, a decrease in advertising costs may not necessarily mean that the organisation is efficient; it may adversely affect the business. Harriot Hotel is an organisation that deals in food and beverage products and the sales depend on the extent of the advertisement. The hotel has the plan to expand the business to Mainland China, and this requires extensive marketing strategies to enter the new markets. Increasing the advertising costs has so many benefits to the organisation given that the hotel has experienced steady growth over the years. The business is about to enter into a new market; therefore, extensive marketing is required as a way of information about the entry into the Chinese market. An increase in advertising cost has the effects of rising the sales of the products which in turn enhances the revenue of the organisation. Reducing the advertising costs has the effects of reduced sales volumes, thus less revenue being realised by the organisation. Additionally, reducing the advertising costs at a time the organisation prepares to enter a new market may limit the organisation's ability to create an impact in the new market. The competition that exists in the new market requires thorough advertising to enable Harriot Hotel to compete favourably with the existing firms in China. Maintaining the advertising costs at 12% is desirable but may not yield a favourable result due to uncertainties associated with the entry of new markets. It is, therefore, advised that the advertising costs being increased to enable a smooth entry of new market in Mainland China.
Interest on loans
Interest on loan is an example of fixed costs that have to be paid until the loan principal amount is cleared. It is the price of the money borrowed from financial institutions. It has been expressly stated that Harriot Hotel's main source of fund is a loan; therefore, the hotel has to continue servicing the loan to its completion (Hoyt and Lay 67). Therefore, the current interest on the loan pad should be reduced to allow the hotel to recover from the shock of the pandemic and increase the interest on the loan thereafter. It is, therefore, appropriate to advise that interest on loans be reduced from the current 17% to 10% to enable the business to recover. The management should negotiate with the creditors to lower the interest on loan expenses so that the overhead costs can be decreased.
Housekeeping and cleaning supplies
These are fixed costs that have no direct relationship with the output. However, housekeeping and cleaning supplies are parts of the overhead costs that must be maintained in the organisation. Tidiness in the hotel is both a policy requirement and a social requirement in the hospitality industry. Customers deserve dignified treatment which includes clean food and neat and proper housekeeping. The hotel is about to expand and open another branch in China; thus, the housekeeping and supply are expected to increase from 8.3% to 12% due to the following reasons. Firstly, an increase in housekeeping and cleaning supplies enhances revenue and reduces overall costs of production. Proper housekeeping lead to reduced wastes; thus, the organisation can sell and deliver products faster while using fewer resources as cleanliness means production efficiency. Secondly, increasing housekeeping supplies has the effect of enhancing customer satisfaction. According to Machado and Diggines (213), a customer who receives better services in an organisation is likely to become a repeat customer. Cleanliness in an organisation creates a good impression for excellent customer service. Furthermore, a good housekeeping practice helps in employee retention which saves the costs of new employee interviews, on-board training, and hiring costs.
Customer discounts
Customer discounts are marketing strategies that aimed to increase sales. It is offered for specific customers who buy frequently and in bulk. The hotel industry is very volatile and customer sensitive that requires such incentives to customers.
Currently, the organisation has put in place a customer discount at the rate of 13.3% of revenue. Some of the merits of customer discounts are that they attract new and retain existing customers. It is an example of variable costs that has a direct effect on the sale of food products. The organisation is planning to expand the business, and the new customers require discounts as an entry strategy into the new market (Hoyt and Lay 145). Customer discounts can lead to increased sales by attracting more customers to the business. Customer discounts increase an organisation's reputation. Increasing the customer discounts expenses leads to an increase in overhead costs, and reducing the customer discounts can affect sales and customer relations. It is, therefore, advised that the customer discount expenses be retained.
Stationeries used in front desk and restaurants
The stationery used in the front office and restaurants is allocated 5% of the revenue. However, the organisation is expanding fast and soon will have another branch in China. These stationeries are very important as they are the accounting tools that assist the accountant to fully clarify all resources in the organisation. It is, therefore, advised that the stationery used in front desk and restaurants be increased to meet the new demand since the hotel is expanding.
Conclusion
Variance analysis of various factors of production and various costs expenses is a very important exercise that should be conducted in every business. The nature of the variance may have either positive or negative effects on the revenue generation. It is, therefore, important to critically evaluate the variances so that the business continuity is not impaired.
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