
2881 The Market System JUNE 2009
	(a) 
	(i) 
	Describe what is meant by a market. 
Where or how buyers and sellers meet (1) for the purpose of exchange or trade (1). For one mark any means by which buyers and sellers are brought together for trade or exchange 
	(2) 

	(ii) 
	How is the price of package holidays determined in the market? 
Where the demand and supply of the good or service are equal or interact (2). Award 1 mark for demand and supply only. 
	(2) 

	(b) 
	(i) 
	Using the information provided, state and explain two reasons for the fall in demand for package holidays. 
The information provided gives three reasons for a shift in demand: 
 the huge growth of low cost flights (↑in substitutes) 
 more bookings being made on the internet (Δ in taste) 
 ‘silver surfers’ in particular have reduced their demand 

1 mark for identification of any of the above points plus 1 further mark for an explanation as to how this has affected the demand for conventional package holidays. Must explain why there has been a fall in demand. (no credit for Δprice leading to movement along Demand Curve) 
2x2 marks. 
	(4) 

	(ii) 
	Using a demand and supply diagram, show how the fall in demand for package holidays has affected the market price. 

	 
	Award 1 mark for correct axes 
Award 1 mark for downward shift of D 
Award 1 mark old equilibrium price ,Award 1 mark new equilibrium price (4) 
[image: ]











	Tour operators have reduced supply in order to maintain prices. Using a diagram, explain the effect of a reduction in supply on the market. 
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Award 1 mark for the shift to the left of S 
Award 1 mark for the new equilibrium price (this should be above the old price) and 1 mark for new equilibrium quantity (this should be below the old quantity) (Maximum 3 marks) 
For explanation, 
Award 1 mark for analysis of the reduction in supply, ie shift to left of S 
Award 1 mark for analysis of the final effect on price and quantity 
Award 1 mark for recognition that the overall effect depends upon the extent of the fall in S 
Award 1 mark for recognition of the impact of elasticity of demand (Maximum 3 marks) 
	(5) 



	(d) 
	(i) 
	Define the term price elasticity of demand. 
For a correct definition eg the responsiveness of demand to a change in price – 2 marks. 
Accept a correct formula – 2 marks. 
Award 1 mark for less than precise definition which for example does not recognise change. 
	(2) 

	(ii) 
	Explain why the price elasticity of demand for package holidays ‘is becoming more price elastic’. (lines 14-15) 
The main reason is due to the increased availability of substitutes such as holidays booked on the Internet, people booking independently and increased competition. 
Award 1 mark for recognition of substitute 
Award 1 mark for an appropriate example 
Award 1 mark for an understanding of ‘increasingly price elastic’ 
Award 1 mark for an explanation of how the increased availability of substitutes affects price elasticity of demand. 
Award 1 mark for the impact of time, improved consumer knowledge or other valid explanation. 
	(4) 



2881 Mark Scheme June 2009 
	(e) 
	Comment on one alternative objective to profit maximisation which package holiday firms might pursue in the current market conditions. (lines 25-27). 
Up to 3 marks for an analysis of alternative objectives such as 
 survival in a competitive market 
 satisficing 
 sales maximisation 
 revenue maximisation 
 loss minimisation in short run 

1 mark for recognition plus 2 further marks for analysis 
Up to 3 marks for an appropriate comment such as 
 Firms might be looking to survive in the current market situation with a view to maximising profits later 
 Firms may leave the industry and move into another area of business 
 Problems of knowing the profit maximising position 
 Impact of changing market structure (or regulation) on firms’ ability to choose and meet goals 

	(6) 

	(f) 
	(i) 
	Using examples from the information provided, explain the difference between the fixed costs and variable costs of a package holiday. 
Examples of fixed costs – flights, accommodation (1) 
Examples of variable costs – airport transfers (1) 
Award 2 marks for a clear explanation of the difference in terms of economic theory, for example, 
 fixed costs do not change with output 
 variable costs change directly with output 

Award 1 mark for a less clear explanation. 
Note that in the data, fuel is classed as a fixed cost (line 21). 
	(4) 

	(ii) 
	Discuss the likely effects of a substantial increase in the cost of aircraft fuel on the market for package holidays. 
The cost of aircraft fuel is around 53 per cent of the total costs of a package holiday. It is, therefore, substantial and any increase in fuel costs will increase the cost of flights. The most likely outcome of which is an increase in the price of a package holiday. There would seem to be little opportunity to absorb the increase due to the highly competitive nature of this business. Relevant points of discussion could be: 
 the cost of all flights will presumably be affected, so the rise in price affects all tour operators 
 the rise will also apply to the cost of flights booked on the Internet 
 the extent of the price increase of package holidays will depend on the increase in the price of fuel and the price elasticity of demand for package holidays 
 the rise in price of aircraft fuel could prompt further firms to leave the industry 

	Level 4 
	For a discussion of the likely effects of a substantial increase in the cost of flights 
	(7 - 12) 

	Level 3 
	For an analysis of the likely effects of a substantial increase in the cost of flights 
	(5 - 6) 




	(12) 
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