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EXAMINATION QUESTION PAPER  - Reassessment, 2007/8

Module code:

    BU1F03C
    

Module title:           
Managerial Economics in the Travel and    Tourism Industry
    

Module leader:      
    John Shaw    

Date:
27 August 2008
Day / evening:

    Day    

Start time:


    14:00   

Duration:


    2 hours 

Exam type:
Seen, Restricted

Materials supplied:
    Case study

Materials permitted:
One page annotated case study
Warning:
Candidates are warned that possession of unauthorised materials in an examination is a serious assessment offence.

 Instructions to candidates:  Choose 3 from 6 questions only.  All questions carry equal marks

BU1F03C Managerial Economics Re-Sit Exam 2008 

Instructions as above

Q.1. Explain the importance for Euro Disney management of forecasting. Describe three methods of forecasting, select the most useful technique and construct a forecast for 2009 commenting on its likely accuracy.

Q.2. Use demand and supply analysis, including an estimate of elasticities, to analyse the markets for Disneyland Paris.

Q.3. Discuss the relative merits of the various sources of long term finance available. Explain which sources of finance you would use in the present situation of Disneyland Paris. What is gearing and how would it affect your choice of finance?

Q.4. Briefly describes the main types of competition. Using this classification analyse the markets for food, accommodation and amusement parks and suggest a strategy for improving their profitability.

Q.5. Recently there have been worries about an international ‘credit crunch’. Use macroeconomic theory to explain the main causes of recession and what governments could do to promote growth.

Q.6. An important aspect of operating profitably is cost management. Explain why economists study the various types of cost and the influences on them. Suggest ways Disneyland Paris management could use this information to reduce costs and price their various attractions. 

Case Study: BU1F03C Managerial Economics Exam 2008 

Briefing: Study the following case study carefully and prepare yourself to answer questions on it in the exam. The aim will be to test your understanding of the theory and concepts from the course by asking you to apply them to the situation given below. You can annotate the case study (front and back) and use only this in the examination. You can use diagrams and numerical examples, higher grades will be awarded for originality of thinking, evidence of extra reading and the use of appropriate examples as illustrations.

 Disneyland Paris

Euro Disney, or Disneyland Paris as it was later called, opened its doors in April 1992 but the idea of opening a Disney theme park in Europe had been around for some time encouraged by the success of its Tokyo operation and the 2 million per year European visitors to the USA parks. The proposal for the development appeared in the early 1980s. Several countries were interested including the UK for a short time, but France was eventually chosen. The main factors being - the stable economy, the location, the forecast demand and the supportive government.

Euro Disney was launched by a share issue in 1989, at a share price of £7.07 and was very popular – it’s price rising immediately to £16.00. It opened with 29 rides, six hotels, a campsite, golf course and assorted restaurants, food outlets and souvenir shops.

 There were initial problems such as demonstrations by locals despite the fact that many had profited by selling their land and using the money to build motels, shops and restaurants in the area. Reactions from the paying public were mixed with complaints about long queues, high prices and poor service. In 1993 an accident on one of the new rides attracted criticism of safety standards. The French press were extremely critical of the apparent lack of intellectual content in the park’s attractions and it was even referred to as ‘corporate America’s Vietnam’ (Observer, 14 November 1993). The target attendance of 11 million in the first year was almost reached but, thereafter, attendance fell to 9.8 million in the second year and 8.9 million in the third year – although it rose to 10.7million in 1995.

 Despite the problems, in its first year of operation Euro Disney was easily France’s top attraction with several million visitors more than the Pompidou Centre, the Eiffel Tower and the Louvre. On the other hand the financial failings were obvious. In the first two years of operation the park had lost 20 billion French francs and the share price fell from £16.00 to £3.55 and in 1994 to £2.00. In 1993 over 10 per cent of the staff were made redundant. 

To protect its USA shareholders Disney executives put pressure on French banks and the French government to support a financial restructuring of Euro Disney. The new restructuring in 1994 involved relaxation of loan repayments and a new issue of shares to existing shareholders and a Saudi Arabian prince. In 1995 the name was changed to Disneyland Paris to link it closer to Paris and French national identity. Price cuts were made of up to 20 per cent on entrance fees, hotels, food and souvenirs. New attractions and rides were added 

From 1995 to 1999 recovery was steady. Attendance improved and settled at around 12.5 million a year. Revenue grew and the company moved into operating profit. In 1998 hotel occupancy rates exceeded 80 per cent. But a new competitor Asterix Park was now well established with a strong link to the French sense of cultural identity. In the summer of 2003 another crisis hit with debts amounting to £1.5 billion. Despite the Disney Corporation waiving its management and royalty fees, there was insufficient revenue from tourists to service the debt. The company faced bankruptcy with the key problem being the lack of tourists in France – especially American tourists boycotting France due to its lack of support for the Iraq war. The question remains - what strategy will the management use to rescue Disneyland Paris this time?

