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DEMAND ESTIMATION FOR THE SAN FRANCISCO BREAD COMPANY
Demand estimate is as follows:
Q = 128832.240 -19875.954 P + 15467.936 Px + 0.261 Ad + 8.780 I
A. Describe the economic meaning for each individual independent variable included in the San Francisco demand equation. Interpret the coefficient of determination (R2) for the San Francisco Bread Company demand equation.
The intercept term, 128,832.240, has no economic meaning in this instance because it lies far outside the range of observed data and obviously cannot be interpreted as the expected unit sales of a given San Francisco Bread outlet when all the independent variables take on zero values. 
The coefficient for each independent variable indicates the marginal relation between that variable and unit sales, holding constant the effects of all the other variables in the demand function. For example, the -19,875.954 coefficient for P, the average price charged per meal (customer ticket amount), indicates that when the effects of all other demand variables are held constant, each $1 increase in price causes annual sales to decline by 19,875.954 units. The 15,467.936 coefficients for Px, the competitor price variable, indicates that demand for San Francisco meals rises by 15,467.936 units per year with every $1 increase in competitor prices. The 0.261 coefficient for Ad, the advertising and promotion variable, indicates that for each$1 increase in advertising during the year, an average of 0.261 additional meals are sold. The 8.780 coefficient for the I variable indicates that, on average, a $1 increase in the average disposable income per household for a given market leads to a 8.780 unit increase in annual meal demand.
In San Francisco Bread’s demand equation, each coefficient estimate is more than twice as large as its standard error. Therefore, it is possible to reject the hypothesis that each of the independent variables is unrelated to demand with95 percent confidence. The coefficients suggest an especially strong relation between demand and the P, Px, and I variables. Each of these coefficients is over three times as large as its underlying standard error and therefore is statistically significant at the 99 percent confidence level (Ozer, 1985).
The coefficient of determination (R2=0.833) indicates that the regression model has explained 83.3% of the total variation in demand. This is a very satisfactory level of explanation for the model as a whole.
B. Should this company try to target high income customers or families? Explain.
The company should not make an attempt to target high income customers. This is because from the data set provided, demand is very sensitive to price and the company experiences the highest demand for its products where the prices are least. Targeting the high-income customers would mean increasing advertising cost and raising the price to offset the increased overall cost of selling. The increased prices will result in declining demand which will most likely reduce the company’s sale income.
C. How concerned should this company be about price discounts by its leading competitor? Explain.
From the demand model of San Francisco Bread Company, the 15,467.936 coefficients for Px, the competitor price variable, indicates that demand for San Francisco meals falls by 15,467.936 units per year with every $1 decrease in competitor prices, holding constant the effects of all the other variables in the demand function. This is a very significant amount of sales that the company can lose if its competitor decides to lower its prices further. For this reason, this company should be highly concerned with price discounts being offered by its competitors because this is most likely to divert customers seeking lower prices. However, to secure its market share, San Francisco should improve the quality of its products to keep customers loyal to the company’s brand. In addition, the company should engage in product diversification and produce a range of different products to suit the needs of different customers (Häckner, 1999). For example, the company can venture into the manufacturing of smaller sized bread that cost less to help neutralize the effects of the price discounts being offered by the competitor. 
D. How effective do you think advertising is for this company?
From the demand model, the 0.261 coefficient for Ad, the advertising and promotion variable, indicates that for each$1 increase in advertising during the year, an average of 0.261 additional meals are sold. This is a very insignificant margin in terms of the sale of additional meals resulting from a unit increase in advertising cost, holding constant the effects of all the other variables in the demand function. For this reason, the advertising is not effective for San Francisco Bread Company. This is because so many dollars are being spent on advertising which is only resulting into an insignificant influence on the demand for the company’s meals in the market. This means that advertising is costly yet it does not contribute significantly to the company’s income generation hence it is not effective for this company (Woodside, 1990).
E. Should this company consider discounting its price in order to gain market share at the expense of its competitors? Explain.
From the company’s demand model, the -19,875.954 coefficient for P, the average price charged per meal (customer ticket amount), indicates that when the effects of all other demand variables are held constant, each $1 decrease in price causes annual sales to increase by 19,875.954 units, holding constant the effects of all the other variables in the demand function. This is a very significant level of increase in units of the company’s meals, proving that the market in which the company is operating is highly price sensitive. For this reason, this company should consider discounting its price in order to gain market share at the expense of its competitors. Discounting prices would mean that attraction of more customers in the market, something that will in turn lead to increased sales and hence higher income generation for this company.
F. Estimate the demand using log-linear demand equation.  What are the estimated elasticities?  Will the estimated elasticities change significantly from those based on linear demand equation?
The demand estimate using log-linear demand equation is as follows:
Log(Q) = αlogP + β1P + βPx + Ad + I
The estimated elasticities from the above log-linear demand equation are the elasticities of price, elasticities of demand, and the elasticities of advertisement. The estimated elasticities will not change significantly from those based on linear demand equation because the data set on which the log-linear demand equation is applied is the same as that for the linear demand equation (Huang, 1994). 
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