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Time :  Sawmniay, $.00-12.09
Room :  Lecmre Room 2 Floor of Agri - Tech.81d,
Lecturer : Assoc.Prof.Dr.Aranuay Saengnoree

Dr. Urasa 2uaams
Course Uescription @ An empiasis of this course is on demand atd supply, consiuier ehavior
analysis, role of costs 1 managenul decisivn making, production, mansgenat price devisi.o.
profit, managerial effectiveness, markes struciure, market power, WC analysis ai the roic of

government in the cconumy

Text & References :
1. Mark Hirschey aad Jumes L. Pappas. (1995), Fundamentals of Marnageriul

Economics. The Drwien Presy Harvuurt Brace Coitlege Pudlishers.

~

Dominick Salvatore. {1996) . Managerial Economics: in a Global Econnmy.
Me gruw ~ Hili, Iz,

3. Paul G. Keat amd Philip K.Y. Young. (1996) Managerini Economices :
Economic Toals For Today's Decisien Makers, Prentics Hail In.ernuioaal.
Ine.

4. William F. Shughart tI. Chappell sad Rex 1. Coule, (1994), Modern

ial E fess & ic Theory for Business Decisuns, South -

Western Publishing Co.

w

William £, Sanuelson and Stepben G, Marks, (19931, Manaaeriul
Economics. The Drirden Press Hareourt Brase Colluge Publiisiters,
6. Gther Socumenis recommended by Lecure
Cgurse Evaluation :
Mudterm: Fagm 0%,
Final Fxarm 3005

Exercise 20
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Course Outline :

Chapter 1

Chapter 2

Chapter3

Chapterd

Chapteré

Part I : Introduction.

The Nature and Scope of Economics for Management

The Scope of Managerial Economics
The Theory of the Firm
The Nature and Function of Profits

The [nternational Framework ot Managerial Economics

Part 11 : Decision Within Firms.

Optimal Decisions Using Marginal Analysis

Methods of Expressing Economic Relationships
Marginal analysis
Optimization Analysis

New Management Tools tor Optimizanon

Production: Theory

Basic Production concepts
Production with one variable input
Production in long run

Measuring Provduction Function

Other Production Decsions

Cost Analysis

Relavant Costs
The Cost of Production
Retum to scale,scope and Learning

Demand Analysis and Optimal Pricing

Estimating Demand

Source of Intormativa
Regression Analysis

Interpreting regression statistic

AIMNUINT 1 (D)
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Part Il : Market Structure and Pricing Practices

Chapter7 perfect Competition
- The basic of Supply and Demand
- Competition Equilibrium
- Market Efficiency
Chapter8 Monpoly
- Pure Monopoly
- Perfect Competition versur Pure Monipoly
- Monopolistic Competition
Chapter9  Qilgopoly
- Oilgopoty
- Quantity competition
- Price competition
- Other Dimensions of competition
Chapter10 Market Failure,Public Good and Benafit-Cost Analysis
- Market Failures and Regulation
- Public Good
r - Benafit-cost Analysis
Chapiérll Pricing Practices
- Pricing of Multiple Products
- Price Discrimination
- International Price Discrimination and Dumping
- Transfer Pricing

- Pricing in Practice

Part TV : Regulation .Risk Analysis ,and Capital Budgeting

Chapter12 Regulation : The role of government in the Economy
- Government Reguiation to Support Business and to protect Consumers, Workers
and the Eavironment

- Extternalities and Regulation

ANHuInd 1 (90
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Chapter!3

Chapteri4

Public Utility Regulation

Regulation of international Competition

Risk Analysis

Risk and Encermainty in Managerial Decision Marketing
Measuring Risk with Probability Distribution

Decision Tree

Sequential Decision

Risk Aversion

Information and Risk

Capital Budgeting

Present Value and Discounting
Making investment desiccation
Determining the Discount Rate

Captal Budgeting Decision Rule

MHUINTA 1 (61B)
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Course Outline of Business Computer System

Semester 2/1997 Dr.Amnuay Seangnoree
Week Date Topic and Details

1 10 Nov.97 Scope and Method of Study

2 17 Nov.97 Introduction :Computer Systems

3 24 Nov. 97 Introduction :Computer & Linking IT

4 01 Dec .97 Processing Hardware

5 08 Dec .97 Input & out put Hardware

6 15 Dec .97 Storage and Communication Hardware

7 22 Dec .97 Inside the Computer

8 28 Dec .97 Mid — term Examination

9 05 Jan.97 Software Concepts

10 12 Jan.97 Word & Spreadsheet Softwars

11 19 Jan.97 Graphics and Multimedia

12 26 Jan.97 File and Database Management

13 02 Feb.97 Programming Concepts

14 09 Feb.97 Computer and Information System in Business

15 16 Feb.97 Management and Decision Support System

16 23 Feb.97 Computer Tomorrow

4 a = 4
2n wmnﬁ 2 AT NNTADUINTLUUADUNANDT
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. Hick, James O. 1992. Information Systems in Business : An Introduction |
2nd Edition. Singapore : Info Access Distribution.

. Kroenke, David M. and Kathleen A. Dolan. 1989. Business Computer Systems,
8rd Edition. New York : McGraw-Hill International Editions.

. Long, Larry. 1988. Introduction to Computers and Information Processing.
New Jersey : Prentice Hall,

. O’Brien, James A. 1982. Computers in Business Managemant. [llinois : Richard
D. Irwin Lnc.

. Trainor, Timothy N. and Diane Krasnewich. 1996. Computer, 5th Eidition.
New York: Mc Graw-Hiil :
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PROBLEMS IN
DEMAND ESTIMATION

1. Jane Farr is the marketing manager for American Health Care Products. Jare musi dacide if the
firm is to enter the market for first aid kits. An econometric consulting {irm has provided her with
e following estimars of the demand functden. The consulting firm informs Jane that the equadon
was estirated based on a sample of 125 observations.

Q. = 60,000 - 25.000P, + .05A, + 19,000P, + .CC07Pop
(10000) (022) (7.916)  (.000%)

s:g amer of u.e es:ir:.z:e =4,5C0
R*=92,F =163
(s:am.::d €ITO in parentieses)
where: . =the price of American’s first aid kits 3
.. =adverising exgenditure by Americans for first aid kits
. =the price of a leading competitor’s first aid Kits
Por= the marizet populatdon

Jane Fart foresae:
1,300,0C0, P, = S5. . '?op= 3s.ooo,cco.

1 E

Calcuiate the elzsticity coefficient for ezch of the independent varizbles,

%)
,1

o

o. C culate and inzerpret the t-statistdc for each independent vasiable. (Testilie null hypothesis
= 0 against the altemative hypotsesis b* /= 0.) (Use 2 95% coniidencs level)

¢. Test the null hypothesis that the mede! has no explanatory power agains: the al:emadve (& = .05).

d. How confident should are in the accuracy of the model? If the break-evealevet s 100,000 first
aid kits, should the firm enter the market?

9. Tr= Rock Cockie Co. sells cookies with the following demand relationship:
Q=-3C0-2,000P + 10A

R*=.85
where: Q =ccokies sold per week
P =price per cookie (dollars) .
A =advertdsing ouday per week (dollars)

Cemputs the weekly sales and the pnce elasticity of demand when P = $2.C0per ccok:e and
A = 51,000 per week. Compute the price and advertising elasticities of demand. Skould p price ke
increased, decreased, or unchanged 1o maximum revenue from sales?

Muauani 5 suuRniadrursugmansnissanis
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3.

N

2

Ann Garrison is the product manager for Glamour Girl Cosmetic Company which sells make-up kits
containing samples of several cosmetc items. Glamour Girl’s cosmetic kits face significant
competition from the kits sold by a rival firm, Ingenue Cosmetic Company. At the beginning of
1690, Jo Ann was instructed to evaluaie the firm's pricing siwategy. She has been given the
following data.

Kits Sold Price Price Income
by Glamour Girl ~ (Glamour Giri) (Ingenue) (Per Capira)

Year Q P, P, I

1981 4,950 30 45 6,500
1982 4,600 35 45 6,500
1983 4,800 35 48 6,500
1984 4,950 35 48 6,900
1985 4,775 35 43 6,900
1986 4,925 40 45 6,900
1987 5,060 40 45 7,200
1988 5,285 40 49 7.500
1989 4,970 45 49 7,500
1990 4,750 45 49 - 7500

Jo Ann has scme training in econcmics and she telieves that only data from consecutive years should ke
used in order to reduce the influences of omited vardables. Jo Ann has given you, her assistant,

the data and requested that the foliowing analyses be performed.

a. Calculate the arc price elasticity of demand.

b. Calculate the arc cross-price elasticity of demand.

c. Caiculate the atc income elasziciry.

d. Is there evidence that suggests that omirted variables may have an impact on demand?

Tacky Shoe Service is a small company kpeciaﬁzing in same-day shoe repair service. It operates in
malis and shopping centers and currently has 120 outlets. The firm must place materials orders
three months in advance. Recendy, the fimm’s purchasing agent has done a very poor job ‘of
forecasting demand, espacially fer the full-sole service. In order to improve its forscasts, it hired a
censulting firm which estimated the following demand function for full-3ole repairs.

Q.= 8.000 — 1,500P, + 750Py — 1.5Y +.002Pop + 154,
(2,500) (6C0)  (250) (.56) (005) (5.6)

(standard errors in parentheses)

R*=92,F=11.16,n=450
standard error of the estimate = 3,150

MHAUINT 5 (AD)
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where: Q. =the number of {ull-sole repairs performed each month
P, =the price for full soles
Py =the average price for new shoes
Y =media family incoms
Pcp = market populaton
A; =the firm’s monthly advertising expenditures

Current values for the independent variables are: P, =25, Py = $40, Y = 17,000, Pop = 31,000,000 ar:
A, =11,000.

2. How many full-sole repairs can the company excect to perform each month?
b. Construct a $5% confidence interval for the firm's quantity.
c. Calculate the point elasticity for each independent variable.

. Stellar Electronics sells TV satellite dishes and has been in business for about two 'ye:us. This {irma’s
owner, John Harrs, has become concemed that the firm’s price is too low, given his marginal
cost of $1,000 per cisk. In order to determine his profit-maximizing price and quantity, Mr.
Harris hired a consulting firm to estimate the demand function for TV dishes. The consulting
firm informs him that the demand funcdon was estimated with data gathered from 150 similar
firms cperating curing the past year.

Q,= 800 - .4P, + 10P, + .016Y +.006A,
(240) (15) (5.8) (.009) (.002)

R*=.70,F =9.0
standard error of the estimate = 13.50

where: Q, = the annual quantity of cable dishes sold
P, =the price per cable dish
P, =the price of regular cable TV service
Y =medianincome
A, =advenising expenditure
Current values\ for the independent variables are: P, = 2.50C, P, = 30, ¥ = 15,000 and A, = 20.0C0.

a. Calculate the expected quantity of cable diskes sold, given the current values of the
independent variables.

b. Construct a 95% confidence interval for quantity.

c. What proporsion of the total variation in quantity is explained by the model? Is this a good or
bad model?

d. Test the null hypothesis that each independent variable has no effect (¢ = .05).
e. What profit demand curve is faced by Stellar? Is Mr. Harris maximizing profit?

f.  Suppose that Mr. Harris increases advertsing to $25,000. Would the firm's profit-maximizing
price and quandty remain the same?

aa

Mr. Harris has observe * the MC = AVC. Stellar’s onlv fixed costs are advertising and.office
overhead. Ifhisoffic overhead is equal to $50,000, will the change in (f) increase or
decrease his *~e! grofit? ’

NINHUINT 5 (518)
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Solutions @

a. To calculate the elasticity, we must first solve for Q,:

Q,= 60,000 - 25,000(5) +.05(1,200,C00) + 19,000(6) + .0007(38,600,000)
Q, = 126,100 :

{5 :
Ep= —25.000|\’,:2—6I0—00'] =-99

1,200,000 _
z-:A-.OS( 00 )_ 48

55 )
&, = 19'000(126.100)_ e

(28,000,000
Epop = .0007L—IW =21

b. tcrdtical for 120 d.f. (n-%) = 1.98

—=25,000
R T

t calculated for P, 10.000 2.5
reject Ho:
tcaleulated fer A, = Fo,f;= 2.27
reject Ho:

19,600 _
tcalculaied for P, = 7016 = 2.40
reject Ho:
t calculated for Pop = ggg; =14

fail to reject

¢. critical F with 4.7120 df. =245
reject Ho: thatR* =0 (no explanatory power)

d. Jane should be very confident. R? = .36, and the F is significant at the .05 level, Moreover, all
of the t's except Pop are significanc at the .05 level. A 95% confidence interval for the
dependent variable would be;

126,100 2 1.96(4,500)
126,100  8.820

Interval from 117,280 to 134,920

120,000 in sales (the breakeven level} falls outside the interval. Some degree of caution may be
in order.

@ .
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Solution @

Q =-300 —2,000(2.0) + 10(1,000) = 5,700 cookies per week

30 P oif200)__
ep=a%. Q_-z.ooo(s_w0 70
_3Q A _ /1000)_
834 Q 1(’Ls.'/oo 175

The R? indicates that 85 percent of observed variation in sales is explained by the regression equation.
Since demand is relatively price inelastic, the price should be increased to maximize revenue from
sales.

Solutions @

3. You want to select years berween which income and P, are constant, but P, changes. Examining
the data we choose 1981 and 1982 and 1988 and 1989,

Between 1981 and 1582:
13

_4.600-4950 _ 36+55 4,500
T 3536 4900+4,600 9550

Ep

Ep =—.48 inelastic between 1581 and 1982

17
_A4970-5285 40445~

B = s 'S385+4570
Ve ! Y
Ep ——10255 ==~52 inelastic betwesn 1988 and 1989.

b. You want to select years between which P, and income are constant, but P, changes. Examining
the data we choose 1984 and 1985 and 1987 and 1988.

Between 1984 and 1985:
31
g, =4775-4950 _ A3+45-
fy " 4548 4950+4.775

T Ep =228 _ 56 inelastic between 1984 and 1985,

b 9725
Between-1987 and 1988

_5285-5060 _ 45+49
Py 49-45  5,060+5.285

EP, =.51 inelastic between 1987 and 1988,

\2

AINHUINT 6 (9D
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[N

You want to select years between which P, and P, are constant, but income changes. Examining

the data we choose 1983 and 1984 and 1986 and 1987.
Between 1983 and 1934:

_4.950-4.800 6.500 +6.900
£~ 6,900 — 6,500 4,300 + 4,950

2.010,000

E1= 3,900,000

=52 inelastic between 1983 and 1984.

Between 1986 and 1937:

49
E,= 3.060 ~4.925 7209-+7s88
T 1500—zg6 4,925+ 5,060

9.085 = .66 inelastic between 1986 and 1987,

d. The change in Q, from 1989 t0 1990, while holding EN

indicate the influence of omirtted variables.

Solutions @

P,, and I constant, would seem to

a. 61 = 8,000 — 1,500(25) + 730(30) - 1.5(17,000) + .001(31,000,000) + 15(11,000)

&, =202,000
b. 95% confidence level

‘? + 1.96 std. error of estimate

202,600 = (1.96)(3,150)
195,826 10 208,174

c. Elasticities:

~1.500(25)
=ZL30023) _ _ (46
&, = 202000 = .

.002(31.000
Epop = S0 OOO =.307

_15011.000) _ o0

AT T2me0 @

AINHUINT 6 (8



38

Solutions @

6x =800 - .4(2,500) + 10(30) +.016(15,000) + .006(20,000)

fod

A

Q, =460
b. 95% confidence interval
8, % (1.96)(13.50)
460  (1.96)(13.50) or 433.54 to 486.46

¢. 70% of the total variation is explained. Given the cross-sectional nature of the date, R” is guite
high.

d. Use the t-test where the null hypothesis in each case is Ho: b* =0:
beie = lyso-s = 145 d.L.

tcrtical with 145 d.f., &= .05=1.56

test for P, :
=4
t=—5= ~2.67 .
reject Ho:
test for P
10
t= 58" 1.72

fail to reject Ho:

test for Y:
.016
t= 009 = 1.77.

fail to reject
test for A,:

006
t= 0= 3.0

reject Ho:

@

2INHYINT 6 (A9)
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e.

ga

To obtain the demand curve, hold all variables cther than P, constant:
Q, =750 - 4P, + 10(30) +.016(15,000) + .006(20,000)
Q,=1410~ 4P,

P, =3,525-2.5Q,

MR, =3,525 - 5Q,

MC is believed to be 1,000:

3,525 -5Q,=1,000

~5Q,=-2,525
Q, =503
P, = 3,525 - (2.5)(505)

P =3.525-1,262.5 = §2,262.50 so that he can increase quanr.i& to 305.

If A, is increased to 25,000, the demand curve becomes:
Q. =750 ~ 4P, + 10(30) + .016(15,000) + .0C6(25,C00)
Q, =1440 - 4P,

P, =3,600-25Q

MR, = 3,600 - 5Q,

Set MR = MC:

3,600 - 5Q, = 1,000
—5Q, =-2,600
Q, =520

P, = 3,600 - (2.5)(520)

P, = 3,600 - 1,300 = $2,300

He wou!d need to raise price to $2,300 and increase quantity to 520.

At his original profit-maximizing solution (P =2,262.50 and Q = 505), TR is:

TR =2.262.50(505)
TR =1,142,562.50

® :

DINKUINA 6 (918)
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TC= AVC{Q) +TFC
TC = 1,000(505) + (50,000 + 2C,000)

= 1,142,562.50 ~ 575.000
7 = $567,562.50

i

At P and Q after advertising increase:

TR = (2,300)(520)
TR = 1,196,000

TC = 1,000(520) + (50,000 +22.000)
€ =595,000

x=601,0C0

He should increase A,

‘

An alternative approach wouid be to take the contribution margin (1,560} iimes the increase in

sales (15) and compare this to the incrzase in advertising:

(1.520)(15) > 5,000

©

AINNUINN 6 (AiB)
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