CASE 2: THE LINKS COMPANY
The Links Company sells golf clubs at golf outlet stores throughout the United States.  The Company knows that demand for its club varies considerably with price.  For the past 12 months, the company has observed the price level as demand varied.  The Links Company wants to create a profit model to determine the relationship between price and demand. 

OBJECTIVE
Links would like to use the determination of the model to answer the following:

1. Assuming eh unit cost of producing a set of clubs is $250 and the price must be a multiple of $10, what price should Links charge to maximize its profit?

2. How does the optimal price depend on the unit cost of producing a set of clubs?

3. Is the model an accurate representation of reality?

SPREADSHEET MODEL

In order to determine the relationship between price and demand a chart (scatterplot) had to be created, using the linear, power and exponential equations, in order to further describe what the best type of model to create.
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[image: image2.emf]Demand for Golf Clubs (Power)
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[image: image3.emf]Demand for Golf Clubs (Exponential)
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To decide which of the three scatterplot curve best describes the relationship between price and demand, the mean absolute percentage error (MAPE) was calculated for each curve.

	Predictions
	Absolute Percentage Error
	 

	Linear
	Power
	Exponential
	Linear
	Power
	Exponential
	 

	51.74
	50.80
	51.20
	0.149778
	0.128871
	0.1378232
	 

	104.93
	110.12
	106.94
	0.018738
	0.069145
	0.0382644
	 

	55.29
	53.02
	53.78
	0.128286
	0.082142
	0.0975267
	 

	83.65
	77.76
	79.65
	0.027279
	0.095764
	0.0738026
	 

	108.48
	117.48
	112.32
	0.132192
	0.060149
	0.1014153
	 

	51.74
	50.80
	51.20
	0.005
	0.023093
	0.0153453
	 

	90.75
	86.73
	87.87
	0.043057
	0.003151
	0.0100212
	 

	80.11
	73.80
	75.84
	0.178059
	0.085339
	0.1152424
	 

	34.01
	41.55
	40.06
	0.244222
	0.076728
	0.1098658
	 

	37.56
	43.18
	42.07
	0.146455
	0.018632
	0.043821
	 

	58.83
	55.40
	56.49
	0.014345
	0.044778
	0.0261165
	 

	73.02
	66.75
	68.74
	0.073765
	0.018391
	0.0109311
	 

	 
	 
	MAPEs -->
	9.68%
	5.88%
	6.50%
	 


The power curve has the lowest MAPE percentage (5.88%).  This is the curve that best shows the relationship between price and demand for this particular situation. This curve is used to create the profit model used to answer the company’s questions.

	Links Sensitivity Analysis
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	Monetary Inputs
	 
	 
	 
	 
	 
	 

	Unit Cost to Poduce
	$250
	 
	

	 
	 
	 
	 
	

	Decision Variable
	
	 
	

	Unit Price (trial value)
	$400
	 
	

	 
	 
	 
	 
	

	Profit Model
	 
	 
	

	Predicted Demand
	63.601
	 
	

	Total Revenue
	$25,441
	 
	

	Total Cost
	 
	$15,900
	 
	

	Profit
	 
	$9,540
	 
	

	 
	 
	 
	 
	 
	 
	 
	 

	Maximum Profit and Best Unit Price
	 
	 
	 
	 

	Maximum Profit
	$10,409
	 
	 
	 
	 
	 

	Best Price
	$530
	 
	 
	 
	 
	 


ANALYSIS 

Question 1: Assuming the unit cost of producting a set of clubs is $250 and the price must be a multiple of $10, what price should Links charge to maximize its profit?

Based on the model, The Links Company should charge a price $530 to maximize it’s profits.

Question 2: How does the optimal price depend on the unit cost of producing a set of clubs?

The model shows that as unit costs increase, maximum profit decreases (see below), therefore in order for the company to maximize it’s profits, they will have to increase their price.

	Maximum Profit for Unit Costs
	 
	 

	Unit Cost
	$150
	$200
	$250
	$300
	$350

	Max. Profit
	$16,552
	$12,748
	$10,409
	$8,821
	$7,669

	Best Price
	$320
	$420
	$530
	$630
	$740


Question 3: Is the model an accurate representation of reality?

As the price may not be the only factor to influence demand (other factors may include seasonality, region, etc.), the model is limited.  The model should be used as an estimation tool. 

RECOMMENDATION
The Links Company needs to take other factors into account, not just demand, when determining the price of their golf clubs.

Range Names Used:�UnitCost - C38�UnitPrice - C41�PredDemand - C44�TotRev - C45�TotCost - C46�Profit - C47�MaxProfit - C50�Best Price - C51








