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CASELET 1: THE CITY BREAD COMPANY
Given the highly competitive nature of the restaurant industry, individual
companies cautiously guard operating information for individual outlets. As a
result, there are no publicly available data that can be used to important operating
relationships. To see the process that might be undertaken to develop a better
understanding of store location decisions, consider the case of The City Bread Co., a
chain of bakery-cafes. The company has initiated an empirical estimation of
customer traffic at 30 regional locations to help the firm formulate pricing and
promotional plans for the coming year. Annual operating data for the 30 outlets
appear in Table 1 below.
The following regression equation was fit to these data:

Q1 = b0 + b1Pi + b2Px + b3Adi + b4Ii + u
Where Q is the number of meals served, P is the average price per meal (customer
ticket amount in dollars), Px is the average price charged by competitors (in
Philippine Peso), Ad is the local advertising budget for each outlet. I is the average
income per household in each outlet’s immediate service area, and u is a residual for
disturbance term. The subscript i indicates the regional market from which the
observation was taken. Least squares estimation of the regression equation on the
basis of the 30 data observations resulted in the estimate regression coefficients and
other statistics shown in Table 2.
A. I’m considering 3 sites for my new branch. Help me pick which of the 3 sites
would give me the highest quantity sold.
1. P = 7.50 Px = 5.00
Ad = 260,000 I = 56,000
2. P = 7.50 Px = 8.50
Ad = 180,000 I = 56,000
3. P = 7.5
Px = 6.00
Ad = 200,000 I = 69,000
B. Let’s say I would pick the site that you’re recommending in question (A),
what would be the best pricing strategy. Which one of the prices below will
give the highest quantity sold?
8.50
7.00
8.20
6.50
8.00
6.20
7.50
6.00
C. Is this level of price that will also give me the highest revenue? So, if I want to
maximize revenue or sales value, what would you recommend to be the
price? Please explain to me your choice.

Table 1

Table 2. Estimated Demand Function for City Bread Co.

