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6. Individual Problems 4-6

A copy company wants to expand production. It currently has 20 workers who share eight copiers. Two months ago, the firm added two copiers, and
output increased by 200,000 pages per day. One month ago, the firm added five workers, and productivity also increased by 100,000 pages per day. A

copier costs about twice as much as a worker.

Assume these increases in productivity per worker arj purchase another copier [re good proxies for future increases in productivity when hiring

additional workers or purchasing additional copiers.
hire another worker

Based on this information, the copy company should W in order to expand output.
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6. Individual Problems 4-6

A copy company wants to expand production. It currently has 20 workers who share eight copiers. Two months ago, the firm added two copiers, and
output increased by 200,000 pages per day. One month ago, the firm added five workers, and productivity also increased by 100,000 pages per day. A

copier costs about twice as much as a worker.

Assume these increases in productivity per worker and productivity per copier are good proxies for future increases in productivity when hiring

additional workers or purchasing additional copiers.

Based on this information, the copy company should W in order to expand output.
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1. Individual Problems 4-1

Which of the following is an example of an extent decision?

How many units of output should be produced?
Should your company test new products using focus groups?
Should your company develop new software?

Should your company implement a different bonus structure for managers?
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2. Individual Problems 4-2

You run a game-day shuttle service for parking services for the local ball club. Suppose you are compensated $20 per customer, per ride. In other

words, your marginal revenue is $20. Your costs for different customer loads are summarized in the following table.

For each customer load, calculate both the marginal cost and the average cost. Then answer the question that follows.

Note: Round your answers to the nearest cent.

Total Cost  Marginal Cost Average Cost
Customers  ($) ($ per customer) _ ($ per customer)
1 $30
$
2 $34 $
3 $42 . $
4 $54 - $
5 $70 . 5 $
6 $90 R " $
7 $114
$ 7
8 $142 $
6

In order to maximize profits, you should carry _ ¥ customers per load.
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3. Individual Problems 4-3

Children in poor neighborhoods often have bleak outlooks on life and see little gain from studying. In a recent experiment, children in poor

neighborhoods were paid $100 for each A they earned during a six-week grade reporting cycle.

Suppose a participant in this experiment was expending $0 worth of effort in studying for each class before the experiment. Over the next 6 weeks,
the student has a math class and an English class, where getting an A in math would require the student to exert $108 worth of effort, while getting
an A in English would require the student to exert $103 worth of effort.

In this experiment, the student would not ¥ increase time studying for math, and the student _would ¥ increase time studying for English.
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4. Individual Problems 4-4

Your company is contemplating bidding on an RFP (Request For Proposal) to produce 100,000 units of a specialized part. Suppose, however, that the
requesting company really needs only 90,000 units of the part. Also assume that, because the part is specialized, potential suppliers do not yet

possess the machines and factories needed to produce it and that overhead expenses involved in production have yet to be incurred.

Suppose the average costs of all potential suppliers are as follows:

Average Total Cost
Units (Dollars Per Unit)
90,000 11

100,000 10

True or False: The requesting company can solicit lower bids by requesting 100,000 units as opposed to 90,000.
True

False
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5. Individual Problems 4-5

Your insurance firm processes claims through its two facilities: facility A and facility B. Each month, facility A handles 7,000 claims and incurs in

$150,000 fixed costs and $119,000 in variable costs. Each month, facility B handles 10,000 and incurs $124,000 in fixed costs and $160,000 in

variable costs.

Hint: Be careful not to commit the sunk-cost fallacy in your analysis. A

If you anticipate a moderate decrease in the number of claims, you should lay off workers in facility % in order to decrease costs.




