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In this thesis, author focus on three objectives that are (i) to determine market
structure and competitive nature of airline industry, (ii) to measure concentration, and (jii)

to analyze Conjectural Variations of airline industry.

Author applied theory of oligopoly in order to determine market structure of
airline industry, while concentration indices are employed to describe the concentration
of market. Both analyses are capitalized on data gathered from the year 2003 through
2004. In addition, an econometric model is formulated to examine Conjectural Variations.
By categorizing airline business into two groups (full service carriers and low cost

carriers) and using cross-section data in the year 2004, the model is then estimated.

The result from the study indicated that market structure of airline industry is
oligopolistic prior to the entry of low cost carriers and the structure remained after the
entry of low cost carriers. After the incident, airline market's concentration declined
significantly. This implied an increasing of the competition within industry. Conjectural
Variations analysis illustrated that reactions in response to the change in revenue
passenger-kilometres volume come from both within class and across class. Patterns of
interdependence were found to have strong counteraction (when a full service carrier or
a low cost carrier increases its revenue passenger-kilometres volume, the rest

competitors try to protect or even increase their shares).





