NAME: ___________________________________  ST.ID:_____________________________


MS 6404 Managerial Economics

Quiz II

Do all questions in the space provided. Total 40 points.
1. Utilize the following graph to answer the questions: 
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The graph on the left shows the short-run marginal cost curve for a typical salt firm selling in a perfectly competitive industry.  The graph on the right shows current industry demand and supply. 

a. Draw the demand line for the individual firm on the graph provided. (1 points)
b. At what price and output level will the firm produce in the short run? Show the price and output point on the graph. Keep in mind that in PC firms MR=D (2 points)
c. Is the firm having a profit or a loss? Of how much is the profit or loss? (3 points)
d. Briefly explain the difference between long run equilibrium and short run equilibrium of perfectly competitive firm. (4 points)
2. Utilize the following graph to answer the questions.
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a. From what quantity of labor is the marginal product equal to the average product of labor? From which level of labor until which level will it enhance an increasing return to scale to the enterprise? How can you tell? (2 pts.)
b. If the company wants to increase more output in the long-run, what can you suggest the manager of the company to do? How will the TP curve change?  (2 pts.)
c. Provide the relationship between marginal product and average product to marginal cost and average cost. (2 points)

d. What is expansion path? Explain the relationship with respect to long run cost curve. (2 pts.) 

e. Provide the relationship at production optimality. (2 points)

3. The director of marketing Soft&Soft Corporation believe that sales of the company’s Bright Side laundry detergent (S) are related to Soft&Soft’s own advertising expenditure (A) as well as the combined advertising expenditure of its three biggest rival detergent (R). The marketing director collects 36 weekly observations on S, A, and R to estimate the following multiple regression equation:     


 S = a + bA +cR 

where S, A, and R are measured in dollars per week. Soft&Soft’s marketing director is comfortable using parameter estimates that are statistically significant at the 10% level or better. (10 point)

a. Provide the estimate regression equation.

b. Does Soft&Soft’s advertising expenditure have a statistically significant effect on the sales of Bright Side detergent at ? Explain. 
c. Does advertising by its three largest rival effect sales of Bright Side detergent of Soft&Soft in a statistically significant way? Explain.

d. What fraction of the total variation in sales of Bright Side remains unexplained? Explain. 

e. What can the marketing director do to increase the explanatory power of the sales equation?
4. Your firm produces clay pots entirely by hand even though a pottery machine exists that can make clay pots faster than a human. Workers cost $100 per day and each additional worker can produce 20 more pots per day (i.e., marginal product is constant and equal to 20). Installation of the first pottery machine would increase output by 300 pots per day. Currently your firm produces 1,200 pots per day. (10 points)

a. Your financial analysis department estimates that the price of a pottery
machine is $2,000 per day. Can you reduce the cost of producing 1,200 pots per day by adding a pottery machine to your production process and reducing the amount of labor? Explain why or why not.
b. If a labor union negotiates higher wages so that labor costs rise to $150 per day, does this change your answer to part (a)? Explain.
c. Suppose your firm wants to expand output to 2,500 pots per day and input prices are $100 and $2,000 per day for labor and capital, respectively. Is it efficient to hire more labor or more capital? Explain using the ratio of marginal products and input prices.
ATC





Dependent Variable: S    R-square    F-ratio    P-value on F


Observations: 36             0.2247        4.781        0.0150





Variable      Parameter     Standard    T-ratio    P-value


                    Estimate       Error           


Intercept      175086.0     63821.0        2.74       	0.0098


A                  0.8550          0.3250          2.63        	0.0128


R                  -0.284          0.164            -1.73     	0.0927
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