Chap 23

23.10 EMV(a
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EMV(a
[image: image2.wmf]2

) = . 05(0) + .15(-18,000) + .30(-36,000) + .40(-54,000) +.10(-72,000) = -42,300
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Payoff Table
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Opportunity Loss Table
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23.12

Using the payoff table from 23.11, we have

EMV(a
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) = 200

EMV(a
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) = . 20(0) + .25(300) + .40(600) + .15(600) = 405

EMV(a
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) = . 20(-150) + .25(150) + .40(450) + .15(750) = 300

EMV decision is order 200 shirts.

23.14a EMV(Small) = .15(-220) + .55(-330) + .30(-440) = -346.5

EMV(Medium) = .15(-300) + .55(-320) + .30(-390) = -338.0

EMV(Large) = .15(-350) + .55(-350) + .30(-350) =-350.0

EMV decision: build a medium size plant; EMV*= -338.0

23.16 



Payoff Table





Decision




Produce


Don’t produce

Market share


5% 


-28 million

0

10%


2 million

0

15%


8 million

0

EMV(produce) = .15(-28 million) + .45(2 million) + .40 (8 million) = -.1 million

EMV (don’t produce) = 0

EMV decision: don’t produce

23.32a




Payoff Table

Market share


Switch


        Don’t switch

5%


5(100,000) – 700,000 = -200,000

285,000

10%


10(100,000) – 700,000 = 300,000

285,000

20%


20(100,000)-700,000 = 1,300,000

285,000

b EMV(switch) = .4(-200,000) + .4(300,000) + .2(1,300,000) = 300,000

EMV(don’t switch) = 285,000

Optimal act: switch (EMV* = 300,000)

23.44 EMV( Release in North America) = .5(33 million) + .3(12 million) + .2(-15 million) = 17.1 million

EMV(European distributor) = 12 million

Optimal decision: Release in North America
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EMV( Release in North America) = .635(33 million) + .238(12 million) + .127(-15 million) =21.9 million

EMV(European distributor) = 12 million

Optimal decision: Release in North America

Posterior Probabilities for I
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EMV( Release in North America) = .25(33 million) + .45(12 million) + .30(-15 million) = 9.2 million

EMV(European distributor) = 12 million

Optimal decision: Sell to European distributor
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[image: image48.wmf]3

(poor response)

s
[image: image49.wmf]j


P(s
[image: image50.wmf]j

)
           P(I
[image: image51.wmf]3

|s
[image: image52.wmf]j

)

 P(s
[image: image53.wmf]j

and I
[image: image54.wmf]3

)

   
P(s
[image: image55.wmf]j

| I
[image: image56.wmf]3

)

_____________________________________________________________________​​​​​​_____

s
[image: image57.wmf]1


.5

.1

(.5)(.1) = .05

.05/.17 = .294

s
[image: image58.wmf]2


.3
  
.2

(.3)(.2) = .06

.06/.17 = .353

s
[image: image59.wmf]3


.2
    
.3

(.2)(.3) = .06

.06/.17 = .353





                 (I
[image: image60.wmf]3

) = .17

EMV( Release in North America) = .294(33 million) + .353(12 million) + .353(-15 million) = 8.6 million

EMV(European distributor) = 12 million

Optimal decision: Sell to European distributor.

EMV` = .63(21.9 million) + .20(12 million) + .17(12 million) = 18.2 million

EVSI = EMV` - EMV* = 18.2 million – 17.1 million = 1.1 million

Because EVSI is greater than the sampling cost (100,000) the studio executives should show the movie to a random sample of North Americans. If the response is a rave review release the movie in North America. If not sell it to Europe.

PAGE  
1

_1042186732.unknown

_1042187771.unknown

_1075009671.unknown

_1075009759.unknown

_1075009770.unknown

_1075009679.unknown

_1042300989.unknown

_1042186747.unknown

_1042187688.unknown

_1042186741.unknown

_1042186683.unknown

_1042186705.unknown

_1042127364.unknown

_1042186673.unknown

_1042186647.unknown

_1042127347.unknown

_989936011.unknown

_989936063.unknown

_989936109.unknown

_989936031.unknown

_989935896.unknown

_989935936.unknown

_989935867.unknown

