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# # 5285180929 : MAUOR ECONOMICS

KEYWORDS : PRICE REGULATION / DEREGULATION / AIR FARE / AIRLINES
INDUSTRY

PARAMITA UTHASIN : IN-HOUSE PRICE REGULATION ON AVIATION INDUSTRY
IN THAILAND.
ADVISOR : KHEMARAT TALERNSRI, Ph.D., 108 pp.

The major objective of this thesis is to determine and seek explore a suitable from of price
regulation to domestic air transport industry in Thailand. The study uses the secondary data of the
number of passengers of 7 airlines operating for Winter Schedule of 2010, the data of fare displaying on
Wednesday 15 July 2012, and the yearly primary data of 2011 of relevant factors hypothetically
influencing the airfares set by the airlines. This research employs the so-called “Log-Linear Model” of

Ordinary Least Square (OLS) to estimate significance of the factors determining of the airfare.

The analysis shows that the market structure of aviation industry of Thailand is becoming more
competitive, especially after the entry of low cost carriers. Further, the HHI for each particular route also
suggested that in most domestic routes, there are the number of services providers in the middle level
which can be defined as the oligopolistic market. For the analysis of the factors affecting the
establishment of an air fare, it is found that the distance of each concerned route is the most significant
reason to the fare establishment. Consequently, the price regulatory rules and procedures being
currently applied may not be appropriate for the market structure which has already altered. Moreover,
taking into consideration the price regulatory measures in other countries, Thailand may not be ready for
an air transport liberalization and lack of readiness for applying the economic concept of market force to

regulate the competition in the industry without any intervention and regulation of competent authorities.

Thus, proper regulation on the establishment of air fare should be divided into two measures,
in that (1) for highly competitive routes having low market concentration calculated by HHI index, the
suitable regulation should be based upon the concept of market force to promote competition in the
market which has to comply with existing legal measures including Trade Competition Act, 1999 and
(2) for routes with low or no competition, air fare set by air operators shall rely upon rules and

procedures on ceiling price which should impose the ceiling to each individual airline separately.

Field of Study : Economics Student’s Signature

Academic Year : 2012 Advisor’s Signature
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nan19UszNNuANFNUSEANEA28738N19 Ordinary Least Square (OLS)

M15199 N.1

LLUU Log-Linear Model

Dependent Variable: LOG_PRICE

Method: Least Squares

Date: 07/19/12 Time: 14:57

Sample: 1519

Included observations: 519

White Heteroskedasticity-Consistent Standard Errors & Covariance

Variable Coefficient Std. Error t-Statistic Prob.
C 2.641024 0.263591 10.01938 0.0000
LOGR -0.202557 0.012072 -16.77973 0.0000
LOGDAY -0.000583 0.000403 -1.447300 0.1484
LOGCAP 0.001250 0.000216 5.797338 0.0000
LOGHHI 0.055427 0.023986 2.310836 0.0212
LOG_DIST 0.498413 0.090232 5.523708 0.0000
LOGAIRCOST 0.302667 0.051566 5.869497 0.0000
LOGTIME 0.007209 0.004177 1.725939 0.0850
LOG_TRAV -0.063984 0.025398 -2.519264 0.0121
R-squared 0.531127  Mean dependent var 3.457381
Adjusted R-squared 0.523772  S.D. dependent var 0.164646
S.E. of regression 0.113621  Akaike info criterion -1.494710
Sum squared resid 6.583952  Schwarz criterion -1.420977
Log likelihood 396.8771  F-statistic 72.21438
Durbin-Watson stat 1.514561  Prob(F-statistic) 0.000000

101



1319 N.2

NANTINAZ AL ANNANRUTTznINaFauL 58 32 1 lun13@nen (Correlation Matrix)

PRICE R DAY HHI DIST CAP AIRCOST TIME TRAV
PRICE 1.000000
R -0.533169 1.000000

DAY -0.030945 -0.003386 1.000000

HHI -0.019161 -0.122255 0.001146 1.000000

DIST 0.393137 0.036009 -0.003424 -0.368219 1.000000

CAP 0.379805 -0.416936 0.000585 -0.176443 0.327434 1.000000

AIRCOST 0.307672 -0.389810 0.000955 -0.206798 0.289191 0.837862 1.000000
TIME 0.265061 0.158450 0.001183 -0.518638 0.769763 0.086486 0.071574 1.000000
TRAV 0.078094 -0.122114 0.000220 -0.472775 0.277133 0.444538 0.575217 0.181603 1.000000

20l
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1919 N.3

NANTINARDL AN WL T UTBIAIAALARDL (White Heteroskedasticity Test)

F-statistic 8.496743  Prob. F(15,503) 0.000000
Obs*R-squared 104.9203  Prob. Chi-Square(15) 0.000000

Test Equation:

Dependent Variable: RESID"2
Method: Least Squares

Date: 07/20/12 Time: 02:50
Sample: 1 519

Included observations: 519

Variable Coefficient Std. Error t-Statistic Prob.
C 2106847. 1175703. 1.791990 0.0737
R -61834.74 12432.59 -4.973602 0.0000
DAY -2375.424 23922.43 -0.099297 0.9209
DAY"2 70.27568 723.6218 0.097117 0.9227
HHI 2798666. 2066762. 1.354131 0.1763
HHI*2 -2482495. 1584691. -1.566548 0.1178
DIST -6908.043 3426.240 -2.016217 0.0443
DIST"2 4.242389 2.547813 1.665110 0.0965
CAP -12876.25 3810.080 -3.379523 0.0008
CAP"2 13.42033 9.396840 1.428175 0.1539
AIRCOST 122.6678 21.92512 5.594851 0.0000
AIRCOST"2 -0.001374 0.000343 -4.000229 0.0001
TIME 104005.7 1740711 0.597490 0.5504
TIME"2 3361.873 8872.460 0.378911 0.7049
TRAV 0.239431 0.371723 0.644111 0.5198
TRAV”2 -8.04E-08 1.08E-07 -0.745746 0.4562
R-squared 0.202159  Mean dependent var 714657.8
Adjusted R-squared 0.178366  S.D. dependent var 1123043.
S.E. of regression 1017971.  Akaike info criterion 30.53486
Sum squared resid 5.21E+14  Schwarz criterion 30.66594
Log likelihood -7907.797  F-statistic 8.496743

Durbin-Watson stat 1.445564  Prob(F-statistic) 0.000000
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