
FACTORS AND VARIABLES THAT AFFECT PROFIT MAXIMIZATION

Six Factors Affecting Profit December The most basic factor affecting profit in any business is the number of Thus it's
other name: variable costs.

This is important for airline firms. Diversification spreads the risk. These factors will all determine the
profitability of firms 1. References 6. Marketing efforts may fail â€” e. This is limited however, and the
benefits gained are often at an increased cost. For example, demand will be high if the product is fashionable,
e. An effective sales strategy is essential in increasing a company's profitability. If the firm imports raw
materials, a depreciation will increase costs of production. Marginal product of labor, marginal revenue
product of labor, and profit maximization[ edit ] The general rule is that the firm maximizes profit by
producing that quantity of output where marginal revenue equals marginal cost. A firm with high fixed costs
will need to produce a lot to benefit from economies of scale and produce on the minimum efficient scale,
otherwise average costs will be too high. Profits for the company are determined by analyzing what is left over
after expenses are subtracted from total revenue. For example, this is the strategy of Walmart and to an extent
Amazon. Unfortunately we have little control over the prices we receive. Profitability ratios analyze the
financial health of a business. There are many reasons why farmers and ranchers choose to have several
enterprises. Watch overhead costs, your management can easily become dominated by the need to maintain
what you have, rather than the desire to get what you want. However, the increased revenue will need to cover
the costs of the advertising. When deciding a given quantity to produce, a firm will often try to maximize its
own producer surplus, at the expense of decreasing the overall social surplus. This is because consumers
would only buy from the cheapest firms. Some firms may seek to increase market share, in which case profits
will be sacrificed to gain market share. Tesco suffered from expanding into unrelated business, like garden
centre. The state of the economy. Cutting the product range helps to remove the expense of a cross-subsidy
Outsource non-essential functions A way of reducing fixed costs Focus the business on what it is good at
Areas to outsource: e. The return on sales ratio measures profits after taxes based upon the current year's sales.
Thus Q1 does not give the highest possible profit. What strategies can businesses adopt to improve their
profitability? One measure of a company's profitability is the profitability ratio. This is a quick way to
determine what percentage of your sale price that your company keeps after accounting for the costs that went
into the sale. Many businesses seek to hedge against uncertain input costs by using forward markets e. It is
impossible to have a net profit margin if your company is losing money. If a firm relies on exports, a
depreciation in the exchange rate will increase profitability. Total economic profit is represented by the area of
the rectangle PABC. In oligopolistic markets, we might see examples of tacit or explicit collusion, designed to
reduce uncertainty and achieve a higher level of joint profits for businesses involved. For example, many
banks took out risky subprime mortgages, but this led to large losses. Some companies, like Apple, have
successfully carved out strong brand loyalty making customers demand many of the new Apple products. It is
important to remember that production per unit is only one factor affecting profitability. By Brian Beers
Updated Jun 25, Profit margin is not a particularly complex ratio but is considered to be one of the most
important indications of the efficiency of a business. Overhead Costs Overhead costs are those costs that do
not vary with production. Examine each cost. Qualitative Factors There are too many qualitative factors to list
in a short article, but consider all of the elements that might affect the sale of any given product, such as
market share , effective advertising, seasonal changes, consumer preferences, company leadership, sales
reward programs, training programs for employees and the competition's strength. Crop rotation demands
diversification. Trying to get your land to produce above its capability is both expensive and frustrating.


