3. Build-Right Concrete Products produces specialty cement used in construction of highways.  Build-
Right is a price-setting firm and estimates the demand for its cement by the State Highway Department using a demand function in the nonlinear form:
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where Q = yards of cement demanded monthly, P = the price of Build-Right’s cement per yard, M = state tax revenues per capita, and 
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 = the price of asphalt per yard.  The manager at Build-Right transforms the nonlinear relation into a linear relation for estimation.  The estimation results are presented below:











	DEPENDENT VARIABLE:
	LNQ
	R-SQUARE
	F-RATIO
	P-VALUE ON F

	OBSERVATIONS:
	34
	0.678
	14.323
	0.02311

	VARIABLE
	
	PARAMETER

ESTIMATE
	STANDARD

ERROR
	T-RATIO
	P-VALUE

	INTERCEPT
	
	4.00
	1.50
	2.67
	0.0122

	LNP
	
	–0.800
	0.25
	–3.20
	0.0032

	LNM
	
	0.750828
	0.1816
	4.13
	0.0003

	LNPR
	
	0.600
	0.200
	3.00
	0.0054


a.  State (write) the estimated demand equation for Build-Right’s cement. 
  
a. Evaluate the statistical significance of the estimated coefficients. (Use 5% for the significance 

level.) 









b. Given the information provided, determine Build-Right cement’s 


(i) price elasticity of demand  

(ii) income elasticity

(iii)  cross price elasticity of demand with respect to asphalt

c. Predict the effect of a 10% increase in the price Build – Right’s cement, holding other variables constant, on the quantity demanded of Build – Right’s cement. 

4.  The manufacturer of Beanie Baby dolls used quarterly price data for 1999I - 2007IV (t = 1, ..., 36) and the regression equation
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to forecast doll prices in the year 2008. 
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 is the quarterly price of dolls, and
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are dummy variables for quarters I, II, and III, respectively.

	DEPENDENT VARIABLE:
	PT
	R(SQUARE
	F(RATIO
	P(VALUE ON F

	OBSERVATIONS:
	36
	0.9078
	76.34
	0.0001

	VARIABLE
	
	PARAMETER

ESTIMATE
	STANDARD

ERROR
	T(RATIO
	P(VALUE

	INTERCEPT
	
	24.0
	6.20
	3.87
	0.0005

	T
	
	0.800
	0.240
	3.33
	0.0022

	D1
	
	(8.0
	2.60
	(3.08
	0.0043

	D2
	
	(6.00
	1.80
	(3.33
	0.0022

	D3
	
	(4.0
	0.60
	(6.67
	0.0001


a. Is there sufficient statistical evidence of an upward trend in Beanie Baby price? Why?

b. Use the estimated time-series regression to forecast the price of Beanie Baby price for the 1st quarter of 2008 and the 2nd quarter of 2008. 
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