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completion of this thesis also represents the end of my academic career. I will continue in the 
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Abstract 
The development of low-cost carriers has taken a dramatic shift in the past decades. One of 

the most fundamental arguments for the emergence of low-cost carriers in Europe is the 

liberalisation of its aviation industry. This research investigates what variables are important 

for low-cost carriers entering a new market. By means of a random effects panel data analysis, 

this research investigated 36 countries in the European Common Aviation Area in a time 

period from 2004-2012. This study investigates what institutional and market characteristics 

are important in respectively entering a country and an airport. The results show that low-cost 

carrier market share is positively correlated with EU/ECAA membership, the number of 

Internet users, and catchment area. Additionally, this research has also found a negative 

relation between low-cost carrier market share and ‘voice and accountability’, ‘control of 

corruption’, and competition.  

Keywords: Low-Cost Carriers (LCCs); Liberalisation; World Governance Indicators (WGI); 

Market Entry; Institutional Characteristics; Market Characteristics; Airports  
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1. Introduction 
Over the last decades, the airline industry has undergone dramatic changes. Encouraged by 

the deregulation of the US Airline Industry in the 1970s, the European Union followed in 

1997, when all member states had a right to access routes within other member states. Due to 

the processes of deregulation and liberalization access to other markets became far easier for 

new start-up airlines. As a result prices dropped (partly) due to increased competition between 

airlines. Dobruzskes (2009) states in his paper “low-cost carriers (LCCs) are the fruit of 

liberalisation of air transport.” The emergence of LCCs has dramatically changed the nature 

of the industry. A definite conceptualization of a LCC is barely possible due to the inherent 

dynamics of the industry. Nevertheless, in general, the LCC business model has “a 

competitive advantage in terms of costs over full service carriers” (Alderighi et al., 2012). 

LCCs generally use a ‘point-to-point’ model (Gillen and Morrison, 2005), whereas legacy 

carriers tend to use spatially concentrated networks. Furthermore, LCCs are able to offer 

lower fares to customers, due to their strategy to reduce operational costs (Dobruszkes, 2009).  

Pioneered by the success of the Southwest in the United States, Europe’s largest low-cost 

carriers are Ryanair and EasyJet. In 2012 the average total share of low-cost carriers in 

Europe was 38% (Amadeus, 2013). However, LCCs have a higher share in some countries 

than in others. According to a study conducted by Amadeus, LCCs are represented largely in 

Spain and the United Kingdom representing respectively 57% and 52% of the total amount of 

air traffic in 2012. Hence, presence of low-cost carriers varies between countries and within 

countries.  

One of the most common ways of serving a foreign market is by means of export. Albers et 

al. (2010) argue that the main reason for choosing a particular location is determined by 

market features such as market potential, competition or rivalry within the market. However, 

market features on itself do not solely determine market entry. Ramon-Rodriguez et al. (2011) 

propose, “market entry issues have increasingly involve airport infrastructures constraints and 

institutional responses to the environmental or acoustic impacts of more services.” The 

authors also argue that specific geographic-strategic conditions, such as a liberalised airline 

market and government incentives, affect the decision making process of establishing a base 

in a foreign country. Consequently, market entry decision-making seems like a complex 

process, where multiple aspects have to be taken into consideration. In general market entry is 



 
 

2 

two-fold: Certain geographic-strategic conditions constitute the possibility to enter the market, 

whilst specific market features determine the profitability of market entry.  

Previous academic studies have mainly focused on the market characteristics that were 

considered to be of importance for airlines’ market entry decisions. Although these studies 

acknowledge the fact that geographic-specific characteristics are important, it is usually 

neglected in their analysis. One of the reasons that these characteristics are left out is that a 

liberal airspace is generally taken for granted as being a part of the contemporary airline 

industry. Hence, no research has thoroughly studied the effects of the institutional 

environment on low-cost carrier market presence. Furthermore, the investigation of market 

entry decisions has been mainly conducted for specific airlines, rather than looking at the 

overall perspective of low-cost carrier market entry determinants. Hence, this study will 

attempt to analyse what factors influence the presence of low-cost carriers’ across Europe, 

both looking at the differences within and between countries in Europe. More specifically, the 

following research question is to be answered in this research: 

What factors determine low-cost carrier market presence in Europe? 

More specifically, this research distinguishes between two main categories of factors. The 

first category that is considered to be of importance for low-cost carrier market presence are 

the geographic-specific characteristics. The subsequent category deals with market 

characteristics. Based on this categorization two sub research questions can be proposed, 

namely: 

1. What specific-geographic characteristics determine low-cost carrier market presence 

in Europe? 

2. What market characteristics determine low-cost carrier market presence in Europe? 

This thesis contains six chapters excluding additional chapters on the references and 

appendices. The first chapter and chapter 2 will review the current strand of literature, which 

is assumed to be of importance for the remainder of this study. Chapter 3 will elaborate on the 

research design and the methodology. In Chapter 4, the results of the analysis will be outlined, 

which will be further discussed and interpreted in depth in Chapter 5, which also includes the 

conclusions of this study. Lastly Chapter 6 provides a brief reflection on the research itself in 

terms of its limitations and recommendations for further studies.   
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2. Literature Review 
The contemporary airline industry is characterized as a highly competitive industry with 

different airline business models, with classical categorization as being charter airlines, low-

cost carriers or network carriers (also often referred to as legacy carriers). However, the 

nature of the airline industry has taken a dramatic shift in the past decades. The emergence of 

the low-cost business model has been one of the major changes in the late 20th century. 

Hence, this chapter will review the academic literature on the emergence and transition of 

low-cost carriers, whilst elaborating on other issues that are perceived to be of importance for 

this research. As such this chapter is divided into sections as follows: deregulation and 

liberalization; low-cost carrier business model; market entry and internationalization. The first 

section will dig deeper into the emergence of low-cost carriers as a result of liberalisation of 

the European airspace. The subsequent section will show one of the fundamentals of the low-

cost carrier business model over the past years. The sections thereafter will be mainly 

concerned with issues affecting low-cost carriers’ market entry decisions, such as the airline-

airport relationship. 

2.1 Deregulation and Liberalization 
Some major developments underlie the recent nature of the airline industry, one of which is 

deregulation of the airline industry and its subsequent liberalization. This section will 

elaborate on the main historical developments have proven to be still highly relevant for the 

contemporary airline industry.   

Roughly, two conventions illustrate the situation in the early twentieth century, when the 

airline industry was mainly governed by national sovereignty. The first regulatory framework 

that addresses the domination of the government over the airline industry is the International 

Air Convention of 1919, which “declared state sovereignty over the airspace above state 

territory.”(O’Reilly and Sweet, 2011, p.448). The following noteworthy change took place in 

1944, when the Chicago Convention on International Civil Aviation was declared, although 

not much changed about the nature of the airline industry. Airlines were only allowed to fly 

over or enter a certain country if it was given permission by the host country. Consequently, 

bilateral treaties were called in to place to coordinate the market, leaving almost no space for 

competition because of the governments’ protectionist behaviour (O’Reilly and Sweet, 2011). 

However, the status quo of a ‘state-owned’ airline industry got broken by the United States of 

America, as one of the first countries to deregulate its airline industry (Goetz and Vowles, 

2009).  In the early 1970s, the Civil Aeronautics Board (CAB) controlled the industry in such 
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a strict way that new start-up airlines were almost not able to enter the market. Moreover, the 

CAB aimed at implementing policies that would limit airlines in creating or abandoning 

routes (Borenstein, 1992). Its first step towards a deregulated industry was taken by the USA 

in 1976 when the CAB implemented a policy that permitted discriminatory fare discounts and 

free entry of any certified carrier on a few selected routes (Borenstein, 1992). A few years 

later, in 1978, the US Airline Deregulation Act was approved and “the government would no 

longer be engaged in economic regulation of the airline industry” (Goetz and Vowles, 2009). 

Hence, the airline industry was no longer dominated and regulated by the government, but 

“private airlines were allowed to make all decisions regarding entry, exit, and fares” (Goetz 

and Vowles, 2009). The implementation of the Airline Deregulation Act resulted in a drastic 

increase in new start-up airlines, which subsequently led to a price drop due to increased 

competition (Borenstein, 1992). Not only did prices drop substantially, it also led to the 

adaption of the, so-called, hub-and-spoke model which in turn altered route structures 

(Burghouwt and Hakfoort, 2001). Regardless of the fact that the market seemed ready for a 

high take-off, it was highly affected when the oil crisis struck the world in the late 1970s, 

followed by an economic recession in the 1980s.  

Within Europe, however, the situation was different than the United States (short US).  It is 

argued by O’Reilly and Sweet (2011) that a process of deregulation similar to the US would 

not work in Europe. A radical approach to deregulating its industry was implemented by the 

US, while Europe chose a more gradual approach (Hakfoort, 1999). Three packages of air 

transport liberalization were implemented gradually in a period ranging from 1988 to 1997. 

The first two packages mainly included the permission of partial capacity and tariff 

liberalisation. The third package eventually dismantled the bilateral restriction within Europe 

by allowing airlines to “exercise traffic rights on virtually any route within the EU” (ICAO, 

2003, p.4). One of the most influential policies for liberalising the European airline industry 

was implemented in 1997, which consisted of the rights for ‘multiple designation’ and 

‘cabotage’, which can be defined as respectively the right to have more airlines on the same 

route and the right to transport passengers between two countries different from the origin of 

country of the carrier (Hakfoort, 1999). Consequently, nearly all airports were accessible for 

all airlines within the European Union from 1997. In first instance, the creation of an internal 

market for air transport services was solely for members of the European Union. In 2006, it 

changed due to the so called “European Common Aviation Area” agreement, which allowed 

nine other countries to be part of Europe’s internal aviation market. These nine countries were 
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Albania, Bosnia and Herzegovina, Croatia, Macedonia, Montenegro, Serbia, Kosovo, Norway 

and Iceland. Although Bulgaria and Romania were initially also included in these countries, 

they did not sign the ECAA agreement since they became a member of the European Union in 

2007. 

The previous paragraphs elaborated on the development of the European internal aviation 

market, leaving unaddressed the effects of such deregulation and liberalization of air transport 

services. Before the deregulation and liberalization of the European airline industry, each 

country governed its domestic air services by their own national rules (ICAO, 2003). Hence, 

international air transport was mainly governed by “bilateral air service agreements between 

each pair of countries”. Due to the process of liberalization a shift occurred from “a highly 

regulated market, with strong government protectionism, towards an open market” (ELFAA, 

2004). Subsequent to that, liberalization has “promoted greater competition to the benefit of 

passengers and shippers” (ICAO, 2003, p.6). Due to the open environment within the airline 

industry the structure of the industry has changed drastically. According to the International 

Civil Aviation Organization (ICAO) to the emergence of low-cost carriers has been one of the 

main developments in the new start-up activity as a result of the single European sky.  

Based on this preliminary outline of the institutional settings of the contemporary airline 

industry, the emergence of low-cost carriers can be put in to perspective. One of the main 

consequences of deregulation and liberalisation of air transport is the fact that airlines were 

free to “adapt their strategies to meet market demand and to reorganize themselves spatially” 

(Gillen and Morrison, 2005). As such, airlines were able to enter new markets easier, which 

affected the market among others by means of “lower fares, increased passenger traffic, and 

more flights since 1978.” (Goetz and Vowles, 2009, p. 251). 

2.2 Low-Cost Carrier Business Model 
The previous section has given insights in the bilateral framework that is required for low-cost 

carriers to be able to freely enter and exit markets. However, market entry decisions differ 

largely among airlines in general, and low-cost carriers in specific. The following section will 

introduce the low-cost carrier business model as it has been discussed in the academic 

literature. 

Firstly, classifying airlines and their business models is particularly difficult due to the 

volatility in the airline industry. As such one has to be cautious when generalizing airline 

business models. Generally, airlines can be classified in two categories, which reflect the 
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respective business model. The two main classifications of airlines are legacy airlines and 

low-cost airlines. According to Holloway (2008) the legacy airlines stand for “a full-service 

revenue model and an out-dated cost model”. Another, more radical, business model is the 

low-cost business model. It is defined as “a no-frills revenue model and an appropriate lean 

cost model” (Holloway, 2008). However, as mentioned, these definitions should not be taken 

too strictly since business models, especially in the airline industry, are constantly adapting to 

the external environment. Therefore, definitions should be always interpreted in the 

contemporary context.  

Even though the context is inherently relevant in addressing low-cost carriers, there are some 

characteristics that seem to identify the nature of low-cost carriers. Dobruszkes (2009) states, 

for example, that low-cost carriers take the “maximum use of their aircraft and of the 

workforce, reducing the costs related to comfort and making use where possible of various 

incentives offered by governments.” According to Graham and Shaw (2008) low-cost carriers 

share the common characteristics in their business model that they try to “offers low fares, 

strip out overall costs and leverages assets (…) to the full.” Button and Ison (2008) state that 

low-cost carriers tend to make extensive use of ancillary revenue generation and turn 

conventional cost items into revenue streams. Budd et al. (2014, p. 79), furthermore, argue 

that low-cost carriers often “use the Internet for the majority of their distribution.” Next to 

that, low-cost carriers generally use a point-to-point system, which means that the airline flies 

from “point to point between European towns” (Barbot, 2006). Airports that are connected 

through these flights are usually regional or secondary airports. One of the main reasons for 

low-cost carriers to generally call secondary airports is the idle capacity at these airports. One 

of the latest trends regarding the low-cost business model is, however, the establishment of 

bases at primary airports, such as Brussels Zaventem, Rome Fiumicino and Milano Malpensa. 

Lately, Ryanair has announced12 that it will operate flights from these three airports. The fact 

that Ryanair establishes itself in this category of airports illustrates the difficulties regarding 

defining or classifying the low-cost business model.  

Due to the ambiguity regarding a common definition of low-cost carriers, this thesis will 

perceive low-cost carriers from a more strategic point of view. The focus will, therefore, be 

                                                 
1 http://www.ryanair.com/en/news/ryanair-announces-brussels-zaventem-base-from-feb-2014 
2 http://www.ryanair.com/en/news/ryanair-opens-3-new-rome-domestic-routes-and-allocates-6-aircraft-to-a-
rome-fiumicino-base-rising-to-12-based-aircraft-in-sept-2014 

http://www.ryanair.com/en/news/ryanair-announces-brussels-zaventem-base-from-feb-2014
http://www.ryanair.com/en/news/ryanair-opens-3-new-rome-domestic-routes-and-allocates-6-aircraft-to-a-rome-fiumicino-base-rising-to-12-based-aircraft-in-sept-2014
http://www.ryanair.com/en/news/ryanair-opens-3-new-rome-domestic-routes-and-allocates-6-aircraft-to-a-rome-fiumicino-base-rising-to-12-based-aircraft-in-sept-2014
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not much on the airline as a business; rather will it focus on the airline using a particular 

strategy (low-cost).  

2.3 Airport – Airline Relationship 

The interaction between the airport and the airlines is an important aspect of the airline 

industry, especially when focusing on low-cost carriers. This section will introduce the 

relationship between airports and low-cost carriers, as regarded to be of importance for this 

study. 

Generally, airports’ revenue can be diverted into two categories: airport aeronautical revenue 

and non-aeronautical revenue. As the terms suggest, the first one deals with revenues 

regarding the “landing fee, a charge per passenger or tonne of freight handled, charge for 

aircraft parking and other aeronautical charges such as for air traffic control or 

airbridges”(Francis et al., 2004). The traditional approach towards airport management was to 

gain most of the revenue out of aeronautical aspects. Nonetheless, in the contemporary airline 

industry, the non-aeronautical revenues, such as rents, concessions and car parking, are 

becoming more important. In general, there has been a shift to a model where integration and 

communication between the airport and passengers is no longer going via the airlines.  

Nevertheless, the entry of low-cost carriers into the market has slightly changed the 

relationship between the airlines and airports. The nature of low-cost carriers, by means of 

their cost-minimizing business model, affected the revenues of airports drastically. Francis et 

al. (2004) illustrate the changing relationship between airports and (low-cost) airlines by the 

strong bargaining power of the low-cost carriers. In other words, low-cost carriers have the 

authority to fly to another destination. As a result “many start-up deals between airports and 

airlines have been negotiated whereby the low-cost airline obtains reduced landing fees and 

handling charges” (Francis et al., 2004). The reason for low-cost carriers to arrange such a 

discount on aeronautical charges is explained by its contribution to the regional economy. 

Barbot (2006) argues that the presence of low-cost carriers at secondary airports positively 

contributes to regional employment.  Generally, secondary airports and its surrounding areas 

face excess capacity and unemployment, which increases the bargaining power of low-cost 

carriers at such airports. Therefore, secondary airports are very eager to attract low-cost 

carriers, which certainly have its consequences. “Conflicts between airports and government 

authorities as to subsidies are also emerging” (Barbot, 2006). As an illustration of such a 

conflict, one could take the example between Ryanair and Brussels Charleroi Airport. It has 
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been argued by the European Commission (2004) that “Ryanair enjoyed a 50% discount in 

landing fees and paid 10% of the published handling charges”.  This eventually gave rise to 

questions with respect to fact “whether state aid distorts competition” (Barbot, 2006).  

This section on the relationship between airports and the airlines has made clear that airports 

play an important role in the market presence of low-cost carriers. However, the relationship 

works both ways, since airports require airlines to fly from and to their airport. In general 

low-cost carriers tend to focus on regional airports, which give them more bargaining power 

at these respective airports. This bargaining power is often used in relation to aeronautical 

fees, such as landing and handling charges. As such, market presence is likely to differ within 

a country, based on charges like this for example. 

2.4 Market Entry and Internationalization 
The deregulation and liberalization of the airline industry have led to a large number of entries 

and exits (Molto and Piga, 2005). Academic studies on airline market entry decisions can be 

broadly classified in two areas: research on market entry and research on the 

internationalization by low-cost carriers. This section puts forward a brief outline of the 

studies conducted in both of the respective areas. 

2.4.1 Market Entry 
Lederman and Januszewski (2003) state that there are two strands of literature in the field on 

LCC market entry. The first strand “estimated the likelihood of entry as a function of firm and 

market characteristics” (p. 5), while the second investigates “structural models of entry 

decisions” (p. 5). 

Lederman and Januszewski (2003), for example, found out that low-cost carriers have roughly 

two opportunities by entering a new market. First they could enter a market with “a small 

number of existing products and offer new service on these routes.” The other possibility that 

is discussed is that low-cost carriers “could enter markets with a large number of existing 

products and attempt to offer new product varieties.” Additionally, Huschelrath & Muller 

(2011) support the two-fold distinction as made by Lederman and Januszewski (2003) by 

arguing that LCCs can have two distinct entry strategies, namely, “entering existing markets 

and facing competition of incumbent firms” or, alternatively, “entering new markets which 

can be expected to contribute to the overall profitability and success of the company.” The 

authors refer to these two entry strategies as respectively “imitative entry” and “innovative 

entry”.  
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Nonetheless, the mode of entry depends on a large share to the market an airline wants to 

enter. These market-entry decisions are driven by multiple factors, which will be discussed 

further in this section. A study by Ito and Lee (2003) highlights the importance of pre-entry 

passenger density by arguing that this has been the “single most important criterion-by-far-

driving LCC entry decisions”. The authors elaborate on pre-entry passenger density stating 

that it helps “to gain a better understanding of the long term potential for LCC penetration 

(…)” (Ito and Lee, 2003). In an analysis on the market entry decisions made by Southwest 

Airlines, Boguslaski et al. (2004) find that “passenger density, distance, the hubs of its 

competitors, and per capita income at the end-points of the market” are important factors 

determining what routes to enter. However, decisions regarding market entry prove to be 

complex. Huschelrath & Muller (2011) furthermore identified three main categories of market 

entry determinants, in their paper on the analysis of JetBlue Airways. These three categories 

are: route characteristics, airport characteristics, and demographic characteristics.  

2.4.2 Internationalization 

Not many articles concentrated on the subject of internationalisation within the airline 

industry, especially not focusing on low-cost carriers in specific. Ramón-Rodríguez et al. 

(2011) and Albers et al. (2010) both investigate internationalisation strategies that airlines 

adopt. The first paper elaborates on the strategies adopted by airlines in general, whereas the 

second paper explicitly focuses on the internationalisation strategies by low-cost carriers. 

Ramón-Rodríguez et al. (2011) discuss several internationalisation theories and strategies 

while applying these to the airline industry. The authors discuss respectively industrial 

organisation theories, oligopolistic behaviour theory, life cycle theory, risk diversification, 

internationalisation as a sequential process, localisation theory, transaction theory and lastly 

institutional theory. The most relevant theories for this research are location theory and the 

institutional theory, as discussed in their article. These theories will be briefly introduced and 

related to this research in the following section. 

First, location theories suggest that the motives behind internationalization are generally two-

fold. Either multinationals enter a foreign market for market seeking or for resource seeking. 

Albers et al. (2010, p. 245) argue, “the attractiveness of any market is determined by its 

catchment area around their bases.” This can be supported by the argument made by Ramón-

Rodríguez et al. (2011, p. 113) that in general airlines seek “densely populated market areas 

from where to expand outwards”.  However, Ramón-Rodríguez et al. (2011) furthermore 
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argue that not only conceivable demand drives airlines to enter a foreign market, but also 

certain geographic-strategic conditions. The authors exemplify four conditions, such as 

“liberalised airline market, the availability of airport capacity and infrastructures, government 

incentives and competition in certain routes.” These geographic-strategic conditions are 

somewhat in common with the assumptions based on the institutional theory as presented by 

Gomes-Cásseres (1989). In his theory internationalization strategies are partly defined by the 

institutional environment of countries. Dunning (1993) underlines the assumptions of the 

former theories (red. location and institutional) by arguing that one of the locational 

advantages for service firms is the regulatory environment of host countries. Albers et al. 

(2010) contribute by stating that low-cost carriers are “operating only in geographical areas 

and trade blocks that offer a relatively liberal international regulatory regime.” Hence, it can 

be stated that “institutional factors may also influence the exact choice of location within a 

country.” (Ramón-Rodríguez et al., 2011, p.113). It is, furthermore, argued that the 

positioning of airlines sometimes depends on where one is allowed to establish itself, rather 

than where it would like to operate. This again supports the statements that the institutional 

and regulatory environment is of very importance for the degree to which airlines enter 

foreign markets. 

Once an airline has decided what market to enter it is still possible to vary in the way the 

market is entered. As stated by Albers et al. (2010) internationalisation can take up various 

forms. Three straightforward entry modes for businesses are listed and applied to the airline 

industry as can be seen in Figure 1. The authors argue that many of the low-cost carriers 

“service international markets through export” since airlines offer international flights hence 

adopt an export strategy. 



 
 

11 

 

Figure 1 - General and Airline specific market entry modes (Albers et al., 2010) 

In the analysis of the European (low-cost) airline industry Albers et al. (2010) categorize three 

groups in which one form of entry dominates. The first group, which consists of nearly all 

carriers, contains airlines simply exporting their operations by servicing destinations outside 

their home country. A second group is distinguished by the internationalization through 

contractual cooperation. Albers et al. (2010) state that most of the airlines in this category are 

part of “larger tourism companies or airline groups with a contender in the network carrier 

arena”. The last group consists of airlines, which internationalized by setting up their own 

international bases. One of the most common examples of an airline that belongs to this group 

is Ryanair.  

2.5 Synthesis 
The aim of this literature review was to introduce the main issues concerning low-cost 

carriers’ market entry decisions. The first section of this chapter illustrated the importance of 

deregulation and liberalisation for the emergence and development of low-cost carriers. The 

remainder of this literature review has laid out some fundamental studies on market entry and 

internationalization strategies. Based on the review of the current academic literature it can be 

said that airlines, while mainly focusing on low-cost carriers, can enter a market by imitating 

or innovating. The first deals with market entry in a market that is already served, while the 

latter is concerned with entering a new market. However, the gap that arose in the literature is 

what variables are actually of importance for market entry decisions. This research will 

therefore attempt to unravel what determines decisions for market entry by low-cost carriers. 

The variables are divided in two categories, as is retrieved from the literature review. The first 
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strand of variables deals with the question: what makes market entry possible? To answer this 

question, this thesis will include institutional variables, such as world governance indices and 

EU membership. Subsequently, once the first question has been answered there is one more 

question to answer: what makes market entry profitable? As argued in the literature review, 

market characteristics are mainly concerned with potential demand and competition at the 

airport and route level. As such, this thesis will investigate the relationship between low-cost 

carrier market share and these variables. All of the variables that will be used in this thesis are 

listed and discussed in the following chapter.  
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3. Research Design and Methodology 

3.1 Conceptual Framework 

Based on the literature review, the following conceptual framework can be adopted (Figure 

2). The dependent variable is low-cost carrier market share, which represents the market entry 

decisions. Huschelrath et al. (2011) argue that “An airline network is constructed by multiple 

market entry decisions.” In their paper on market entry decisions by JetBlue Airways, they 

used two straightforward questions for the assessment of market entry decisions. The first 

question is whether market entry is possible, while the second is concerned with the fact 

whether market entry is profitable. As has been stated in the synthesis section of the literature 

review, the approach used by Huschelrath et al. (2011) will be partly applied in this research, 

since this thesis is concerned with the question what determines the market entry decisions by 

low-cost carriers in Europe. Thus, in this research it is assumed that market entry is based on 

the possibility to enter a certain market and its subsequent profitability. This two-fold is 

supported by Ramon-Rodriguez (2011) who argues that not only market characteristics, but 

also geographic-specific features determine the entry of a foreign market. The variables 

determining the possibility of market entry are perceived to be of an institutional nature. This 

is consistent with the results of previous studies regarding the importance of geographic-

specific characteristics. Likewise, profitability can be measured by specific market features, 

which have been addressed by several authors (Boguslaski et al., 2004; Albers et al., 2010; 

Ramon-Rodriguez, 2011; Huschelrath et al., 2011).  

The conceptual framework for this research is outlined in Figure 2 and can be separated in 

two levels: 1) the national and 2) regional level. The first level deals with the variables that 

represent the institutional environment on a nationwide level. The yellow boxes in the 

conceptual framework represent these variables. By means of these variables this research 

will attempt to answer the question what variables cause differences in market share across 

Europe. Secondly, the variables on a regional scale are supposed to cover most of the factors 

that influence the profitability of an airline. The light green boxes in the conceptual 

framework represent the variables at the regional level. Thus, two variables are used as a 

proxy for the profitability of market entry: population and competition. As the literature 

suggests the variables concerning the profitability of an airline are mostly related to a regional 

scale. In sum, all of the variables that will be addressed in the following sections are assumed 

to be of influence for low-cost carrier market presence. These variables are split up in two 

categories, as in line with the theoretical framework set up by Huschelrath et al. (2011). As 
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mentioned, the first category is named the institutional environment and deals with variables 

that are used as proxies for the possibility for market entry of low-cost carriers. The second 

category, which consists of the market characteristics, is used as a proxy for the profitability 

of low-cost carriers’ market entry. This is further explained in the following sections, as each 

one of the variables is operationalized. 

 

Figure 2 – Conceptual Framework 

3.2 National Variables 
The following section explains why each of the variables, as listed in the conceptual 

framework, is included in the research.  The first part of this section will elaborate on the 

national variables representing geographic-specific characteristics, which are likely to 

influence the possibility of market entry of low-cost carriers. The second part will further 

argue the rationale for taking the regional variables into account. 

3.2.1 Air Services 
One of the most fundamental requirements for airlines to internationalise their operations is 

the, so-called, bilateral air service agreement between countries. These agreements between 

countries allow airlines to fly between certain city-points in the respective countries. The 

importance of a liberalised airline industry has been indicated to be of even higher importance 

for low-cost carriers. As has been outlined in the literature review, low-cost carriers only 

operate in “geographical areas and trade blocks that offer a relatively liberal international 

regulatory regime” (Albers et al., 2010). Within Europe, this liberal regime can be illustrated 

by the fact whether or not a country is a member of the European Common Aviation Area 

since members of the ECAA are allowed to fly between all the other countries within the 

ECAA. This research will, therefore, test whether being a member of the European Union 

and/or European Common Aviation Area influences the market presence of low-cost carriers. 

The variables will be measured in a dummy-format containing either the value 0 representing 
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that a country is not a member. A value of 1, on the other side, means that a country is 

member of either the European Union or the ECAA. The data will be retrieved from the 

official webpages of the European Union. 

3.2.2 Governance Infrastructure Quality 
The previous variable, air services, deals with the institutional environment regarding the 

aviation market within the Europe, which influences the regulatory regime on a country-level. 

However, as can be derived from the literature review there are other important aspects that 

influence the institutional environment in countries, which may possibly affect the choice for 

low-cost carriers to enter a market. As an example, one could think of the influence of 

political instability on air traffic in general. A further illustration of this aspect is the fact that 

ministries provide travel advice for instable countries, which are likely to affect air traffic in 

certain regions. Next to that, airlines interact with the local/regional/national authorities when 

entering a new market. The variables included in the World Governance Indicators provide a 

complete picture of the governance on a national level, which is assumed to have an impact 

on low-cost carrier market presence. The ‘quality’ of a host country’s governance 

infrastructure is, among others, investigated by Slangen and van Tulder (2009). In their study 

Slangen and van Tulder (2009) propose a broad conceptualization of the institutional 

environment, rather than solely focussing on political stability or cultural distance. 

Consequently, they follow a ‘governance infrastructure’ conceptualization initiated by 

Globerman and Shapiro (2003), which include “all public institutions and policies created by 

governments as framework for economic, legal, and social relations” (2003, p.20). Measures 

of governance infrastructure is further discussed by Kaufmann et al. (2004) who identified six 

dimensions, based on the analysis of hundreds of variables measuring the governance quality 

(Slangen & van Tulder, 2009). The six dimensions provided by Kaufmann et al. (2004) are: 1) 

Voice and Accountability; 2) Political Stability and Absence of Violence; 3) Government 

Effectiveness; 4) Regulatory Quality; 5) Rule of Law; 6) Control of Corruption. 

All these dimensions are given a particular score, ranging between -2,5 and 2,5, with higher 

scores indicating a higher governance quality, hence a lower score indicating a lower 

governance quality. The world governance indicators, as previously described, will function 

as a measure for the quality of the host country’s governance infrastructure, which in turn 

influences the market entry decisions of low-cost carriers. 
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3.2.3 Macroeconomic Variables 
The importance of macroeconomic conditions is among others, illustrated by Hatty and 

Hollmeir (2003) as they suggest that air travel demand is linked to economic cycles. 

Additionally, Mason and Alamdari (2007) state the importance of economic growth as one of 

the key drivers of demand for air travel. Although Graham and Shaw (2008) state that 

evidence on the importance of air travel for economic development is often over-stated, low-

cost carriers are still perceived to be “important drivers of growth” (p. 1445). To unravel the 

question whether macroeconomic conditions influence the market presence of low-cost 

carriers in a country, this thesis will include Gross Domestic Product per Capita as a measure 

of economic development. Data regarding GDP growth data will be obtained from the World 

Bank database. 

3.2.4 Internet Users 
This variable is indirectly related to the low-cost carrier business model as has been discussed 

earlier in the literature review. One of the broad characteristics of low-cost carriers is the fact 

that they all tend to standardize their service (Dobruszkes, 2006). Therefore, low-cost carriers 

mainly use the Internet as one of their main distribution channels for selling their product. As 

an illustration Dobruszkes (2006) argues that EasyJet sells 95% of its seats via the Internet. 

Kappes and Merkert (2010) underline the importance of the Internet for low-cost carriers by 

arguing that “many low-cost carriers avail the Internet nowadays as their sole point of contact 

and point of sale”. Thereby, this research will include a variable that is equal to the number of 

Internet users per 100 people in a country. Although this variable does not directly make clear 

whether people book their tickets online, it is a clear measure for the availability to use the 

Internet for bookings. The data is retrieved from the World Development Indicators as 

provided by the World Bank.  

3.2.5 Demographics 
In an article written by Button and Vega (2008) on the effects of air transportation on the 

movement of labour, low-cost carriers are identified as being an important factor in the 

movement of labour. Nonethteless, there is little theoretical understanding of the relationship 

between low-cost airlines and (labour) migration. Button and Vega (2008) question the nature 

of causality between labour migrants and air services by stating, “high demands for labour 

migration may have brought forth additional air services rather than air services being one of 

the drivers behind migratory trends.” As mentioned before, the relationship between labour 

migration and (low-cost) air services is not extensively researched yet, although “air 
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transportation lowers migration costs” (Button and Vega, 2008). The authors furthermore 

discuss the influence of low-cost carriers in specific, by arguing that “Wizz Air (…) is a 

leader among several low-cost airlines transporting loads of Poles, Hungarians and others to 

Western Europe (…)” (Michaels, 2007). Consequently, the segmentation of consumers, 

airlines often call this group of travellers “ethnic travellers”. Button and Vega (2008) state 

that these “ethnic travellers are for instance highly regarded by low-cost airlines like Wizz 

and SkyEurope Airways”. The authors conclude with an important statement “in many cases 

labour has taken advantage of low-cost air services, most notable in Europe, to relocate.” The 

previously described article shows the importance of migrants for air transportation, and in 

specific low-cost airlines. Even though, the relationship seems to be somewhat ambiguous, 

“ethnic traffic” is an important target group, especially for the intra-European network when 

looking at east-west connections.  

3.3 Regional Variables 

The following two sections will elaborate on the variables that are used in this analysis on a 

regional level. Two variables will be tested in this part of the analysis: 1) Catchment Area and 

2) Competition. As has been mentioned earlier, these two variables are proxies in order to 

measure the profitability of entering a market. One has to be aware that ‘profitability’ is 

mainly used as a reference to the catchment area and competition throughout this paper. 

3.3.6 Catchment Area 

The importance of the catchment area around an airport is of high importance for the 

profitability of an airline since it represents potential demand. A study by Ito and Lee (2003) 

highlights the importance of pre-entry passenger density by arguing that this has been the 

“single most important criterion-by-far-driving LCC entry decisions”. This statement is 

further supported by Albers et al. (2010, p. 245) who state, “the attractiveness of any market 

is determined by its catchment area around their bases.” They support this statement by the 

fact that low-cost carriers generally seek “densely populated market areas from where to 

expand outwards.” This thesis will, therefore, include a variable measuring the population in 

the area around the airport to provide insights in the relationship between low-cost carriers’ 

market share and at airports’ catchment area. 

3.3.7 Competition 

As has been argued in the literature review, airlines can roughly take up two modes of entry: 

1) imitative entry and 2) innovative entry. The first mode deals with the fact that the airline 



 
 

18 

enters an existing market and facing competition, whereas the second implies entering a new 

market. Among others, Huschelrath et al. (2011) express the importance of route competition 

as one of the determinants for the profitability of entering a new market. They argue that 

competition with another low-cost carrier on the same route will eventually lead to less 

profitability due to the fact that potential demand is already partly served by the other airline. 

Based on this statement, one could suggest that low-cost carriers prefer to serve ‘niche-

markets’ or routes where they have a monopoly. Dobruszkes (2013) investigated low-cost 

routes and competition, as can be seen in the table below. According to the amount of routes, 

57 per cent of the low-cost carrier routes are served in a monopolistic market. This can in part 

be explained by the fact that low-cost carriers tend to fly to regional airports, as has been 

argued in the literature review. 

 
Table 1 - LCC and Competition (Adopted from Dobruszkes, 2013) 

This research will include a measure of competition at the airport level, representing the total 

number of airlines present with at the airport. The rationale behind using this measure for 

competition is to investigate the relationship between the number of airlines present at an 

airport and low-cost carrier market shares. The data concerning the number of airlines at the 

respective airport are manually retrieved from SRS Analyser. 

3.4 Hypotheses 
The previous sections have introduced the issues concerning the research topic and how these 

issues will be measured by means of the variables discussed in the conceptual framework. 

Based on these sections, several hypotheses can be drawn about the effects of each of the 

variables for low-cost carrier market presence. The hypotheses can be divided into four 

categories: 1) Air Services, 2) Institutional Environment and 3) Country-Specific Indicators 

and 4) Market Characteristics.  The following section elaborates on the hypotheses regarding 

the previously identified categories.  

Firstly, it has been argued that low-cost carriers require a liberal air environment. Specifically, 

regarding the air services in the country. Due to the liberal structure of Europe’s internal 

aviation market, a positive relationship between the variables EU and ECAA and the share of 

low-cost carriers in the respective countries is expected. This could be explained by the fact 
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that being a member of the European Union and/or European Common Aviation Area is 

likely to lead to an increase of low-cost carriers in the country, due to the reduction of entry 

barriers. Hence, the following hypothesis is proposed for this set of variables: 

Hypothesis 1: LCCs are more present in countries that are member of the European Union 

and/or European Common Aviation Area 

Secondly, six variables represent the institutional environment of a set of variables, which can 

be accounted for by the World Governance Indicators, representing the quality of the 

governance infrastructure of a country. Each of the governance indicators is argued to be 

important for the market entry decisions of low-cost carriers, since it represents the 

institutional environment of a country. Hence, based on the existing literature one would 

expect a positive association between the world governance indicators (WGI) and low-cost 

market share in the respective countries. The influence of, for example, political stability is of 

high importance for air travel.  

Hypothesis 2: LCCs are more present in countries with a high World Governance Index. 

Thirdly, some country-specific variables, such as Gross Domestic Product per Capita, Internet 

Users and Immigrants are all suggested to be of importance for the market entry decisions of 

low-cost carriers. Gross Domestic Product is argued to have a positive influence on air travel 

in general, meaning that countries with higher income are likely to have more low-cost 

airlines present. Regarding the Internet variable it is argued that low-cost airlines use the 

Internet as one of their main (sometimes even their sole) point of sales. This is why also here 

a positive relation is expected, implying that low-cost carriers tend to enter markets where 

relatively many people have access to the Internet. Lastly, the relationship between low-cost 

carriers’ market share and migration is ambiguous due to the direction of the relationship. 

Based on previous studies it is expected that a larger number of migrants lead to a larger share 

of low-cost carriers in the respective countries. One can see that these variables are all 

classified as one category since they are all expected to be similarly related to the dependent 

variable. More specifically it is hypothesized that each of these indicators has a positively 

association with low-cost carrier market shares.  

Hypothesis 3: LCCs are more present in countries with relatively high scores on country-

specific variables 



 
 

20 

Finally, market characteristics including competition and the catchment area are all measured 

at the regional level. This research follows the current strand of literature by arguing that low-

cost carriers are more present in areas with a high population density. As has been argued, the 

catchment area around an airport is one of the most important factors that determine the 

profitability of the market. Next to that, low-cost carriers tend to enter non-existent markets 

by taking up an innovative mode of entry. Thereby, one would expect that low-cost carriers 

are more present at airports where there is less competition. Based on these two market 

characteristics, the following hypothesis can be drawn: 

Hypothesis 4: LCCs are more present at airports with high potential demand and less 

competition 

 

3.5 Methodology 
The hypotheses will be verified by means of quantitative analyses. Therefore, this section will 

introduce the methods that have been applied for this research. Overall, this thesis uses a 

quantitative analysis based on secondary data retrieved by various databases (SRS Analyser, 

World Bank, EuroSTAT). The main reason for applying a quantitative analysis in this study is 

because this research attempts to investigate the general trend among low-cost carriers market 

entry decisions. Consequently, a quantitative approach enables us to draw more supported 

conclusions. The following sections will elaborate further on what quantitative methods will 

be implemented in this thesis. 

3.5.1 Data and Model 
This research focuses mainly on secondary data retrieved from main databases such as the 

World Bank Database, whilst the airline specific data are retrieved from SRS Analyser. The 

first is chosen as main source for secondary data since it has proven to be a reliable source. 

SRS Analyser has been used since it was the only accessible database in order to obtain any 

market share data. 

Since the aviation data ranged from 2004 to 2012 this research included annual data ranging 

from 2004 to 2012, for 36 countries were obtained. 36 countries represent the members of the 

European Common Aviation Area, consisting of the 28 members of the European Union plus 

Albania, Bosnia and Herzegovina, the Former Yugoslav Republic of Macedonia, Montenegro, 

Serbia, Kosovo, Norway and Iceland. The complete list of the countries included in this 

research can be found in appendix 1.  
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Statistics regarding the market shares are derived from SRS Analyser, a database from the 

International Air Transport Association (IATA). For each year, market shares are computed 

by means of the following equation: 

𝑆𝑖𝑗 = 𝐶𝑖𝑗
𝐶𝑗

   (1.1) 

Whereby 𝑆𝑖𝑗  stands for the market share (𝑆) of all the low-cost carriers (𝑖) in country 𝑗 . 

Subsequently, market share for each country is computed by dividing the seat capacity (𝐶) of 

all the low-cost carriers by the total seat capacity in the market (𝑗). Therefore, market share is 

the percentage of capacity operated by low-cost carriers to a certain destination. The 

destinations have been sorted by the country of destination, which enabled it to create a 

national average market share over the range of the time period. The same formula has been 

applied to test the variables at a regional level. However, in the regional analysis the market 

shares have been computed by taking the market shares at the airport level.  Furthermore, the 

International Air Transport Association (IATA) carries out a classification of low-cost carrier. 

This classification has been included in order to provide a clear overview of the market share 

of low-cost carriers in specific. The complete list of low-cost carriers, as identified by the 

IATA, is included in the appendix 2. 

 

National Predictors 

The explanatory variables at a national level are obtained from the World Bank Database. In 

total this research contains ten independent variables: Internet users (INET); GDP per capita 

(GDP); Immigrants (IMMIG); Voice and Accountability (VA); Political Stability and 

Absence of Violence/Terrorism (POL); Government Effectiveness (GE); Regulatory Quality 

(RQ); Rule of Law (ROF); Control of Corruption (COC). Next to that this research includes 

two dummy variables representing the fact whether each of the countries was a member of 

respectively the European Union (EU) and/or the European Common Aviation Area (ECAA). 

 

Regional Predictors 

For the regional predictors, a slightly different data collection has taken place, since there is 

hardly any data available at the airport level. Two variables have been included to measure its 

influence on low-cost carrier market share. The first one is the catchment area, which is 

measured by the population surrounding the airport. The data for this variable are collected by 

manually converting data based on Nomenclature of Territorial Units for Statistics (NUTS). A 
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hierarchy of three NUTS levels exist. Generally the NUTS levels are in line with the 

administrative regions of the country itself. The first level measures the larger scale provinces 

within a country, while NUTS 2 and NUTS 3 narrow these provinces down to small regions. 

For the delineation of the population surrounding the airports, this thesis focused on data from 

the NUTS 3 levels. The procedure for measuring the population in the area around the airport 

consisted of two steps. First, the identification of the location of the airport, measured by the 

NUTS region the airport is located. The second step was, then, to identify the areas that are 

directly connected to the area of the airport. Based on the data available for the number of 

inhabitants in each of the NUTS 3 regions one is able to identify the catchment area. 

The second variable, competition, is measured by using data from SRS Analyser. Overall, the 

competition variable has been calculated by taking the number of airlines that are present at 

the point of destination. Both of these measures are based on annual data ranging from 2004 

until 2012. 

 

Model 

This thesis uses panel data analyses since the data range over a time period and includes 

various countries that are measured. Due to the nature of this data a panel data analysis is 

employed. This thesis attempts the effects of both the effects of the predictors over time on 

low-cost carrier market share, as well as the differences of the predictors between countries on 

the dependent variable. The most comprehensive measure for this is panel data analysis. More 

specifically, this research will adopt a random effects regression model. One of the main 

reasons for using random effects over fixed effects is that it is expected that differences across 

the countries affect our dependent variable (market share). The random effects model allows 

us to also investigate the differences between the entities. A general random effects panel data 

model can be outlined as follows: 

𝑌𝑖𝑡 = 𝛽𝑋𝑖𝑡 + 𝛼 + 𝑈𝑖𝑡 + 𝜀𝑖𝑡  (1.2) 

 

Where 

 - 𝑌𝑖𝑡 is the dependent variable where i = entity and t = time 

 - 𝑋𝑖𝑡 represents the independent variable where i = entity and t = time 

 - 𝛽 is the coefficient for the independent variable 

 - α (i =1....n) is the unknown intercept for each entity (n entity-specific intercepts) 

 - 𝑈𝑖𝑡 is the between-entity error term 

 - 𝜀𝑖𝑡  is the within-entity error term 
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National Model 

This research includes two analyses at two different levels: 1) national level based on data 

collected on a country scale and 2) regional level measured by data on an airport scale. This 

paragraph elaborates on the model that is used for the national panel data analysis. The left 

hand side of the equation represents the dependent variable (market share) while the right 

hand side of the equation shows the predictors. 

 

𝑆𝑖𝑡 = 𝛼𝑖𝑡+ 𝛽1𝑖𝐸𝑈𝑖𝑡+ 𝛽2𝑖𝐸𝐶𝐴𝐴𝑖𝑡+ 𝛽3𝑖𝐼𝑀𝑀𝐼𝐺𝑖𝑡 

+ 𝛽4𝑖𝐼𝑁𝐸𝑇𝑖𝑡+ 𝛽5𝑖𝐺𝐷𝑃𝑖𝑡+𝛽6𝑖𝑉𝐴𝑖𝑡+𝛽7𝑖𝑃𝑂𝐿𝑖𝑡+𝛽8𝑖𝐺𝐸𝑖𝑡 (1.3) 

+𝛽9𝑖𝑅𝑄𝑖𝑡+𝛽10𝑖𝑅𝑂𝐹𝑖𝑡+𝛽11𝑖𝐶𝑂𝐶𝑖𝑡 + 𝑈𝑖𝑡 + 𝜀𝑖𝑡 

 

Where 𝑖 = 1,2, … ,𝑁 represents each country in the panel and 𝑡 = 1,2, … ,𝑁  stands for the 

time period. As can be derived from the equation, each of the variables is preceded with the 

parameter𝛽, which provides insight in the nature of the relationship between the variables. 

This parameter shows whether the relationship is positive or negative, subsequently with the 

strength of the relationship ranging from 0 (very weak) to 1 (very strong). As has been 

explained in one of the previous sections applying a random effects panel data analysis both 

looks at the differences between countries and within countries. Consequently, 𝑈𝑖𝑡 stands for 

the between-entity error, while 𝜀𝑖𝑡 represents the within-entity error. 

 

Regional Model 

The same terms apply for the panel data model at the regional level. On the left hand side the 

market share is the independent variable. However, the market shares are computed for the 

airports, rather than countries. As can be seen in equation 1.4 below the regional model is 

comprised of two predictors, 1) population and 2) competition. Again this panel data 

regression is conducted by using a random effects model due to the interest in measuring both 

the within and between effects of the two predictors on the market share.  

 

𝑆𝑖𝑡 = 𝛼𝑖𝑡+𝛽1𝑖𝑃𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛𝑖𝑡 + 𝛽2𝐶𝑜𝑚𝑝𝑒𝑡𝑖𝑡𝑖𝑜𝑛𝑖𝑡 + 𝑈𝑖𝑡 + 𝜀𝑖𝑡  (1.4) 
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4. Results 
This chapter will elaborate on the findings of the research. Since this research contains two 

separate panel data analyses the first section will outline the findings of the analysis based on 

national data. The second part of this chapter will provide insights on the findings on the 

regional analysis. In each of the analyses the structure is as follows: the first section presents 

the descriptive statistics, while the subsequent sections will report the results of the panel data 

analyses 

4.1 National Analysis 

This part of the report will illustrate the findings concerned with the panel data analysis on a 

national level. The first paragraphs will elaborate on the descriptive statistics regarding the 

various variables. Thereafter, the results of the panel data analysis will outlined and furtherout 

discussed. Lastly, this chapter includes the results of the robustness checks that have been 

carried out to control for the robustness of the model applied in the analysis. 

4.1.2 Descriptive Analysis 
As indicated in the introduction, this section is concerned with the most relevant descriptive 

statistics. The table 2 below illustrates the descriptive statistics of each of the variables that 

are used in this analysis.  In total twelve variables are listed in the left column, followed by its 

respective mean, standard deviation, the minimum and maximum values in the complete 

dataset. 

 Mean Standard Deviation Minimum Maximum 
LCC Market Share .2425339 .1944602 0 .904 
EU Member .7314815 .4438743 0 1 
ECAA Member .9320988 .2519655 0 1 
Migration 1.914803 6.342123 - 25.2 22.2 
Internet Users 57.5287 22.99528 0 96.2 
GDP Per Capita 24189.37 19515.66 2070.9 87716.7 
Voice and Accountability .9740741 .5357273 -.6 1.8 
Political Stability .604321 .5867314 -1.2 1.6 
Government Effectiveness .9453704 .7939459 -.8 2.4 
Regulatory Quality 1.010494 .6110041 -.6 1.9 
Rule of Law .887963 .8394733 -1 2 
Control of Corruption .8429012 .9510198 -.8 2.6 
     
N 324    

Table 2 - Descriptive Statistics 

As can be derived from the table the average market share of low-cost carriers in the sample is 

nearly 25 per cent, varying from zero per cent of the capacity to more than 90 per cent at a 

point in time in one country. This average contains the average capacity that is used by low-
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cost carriers within the 36 countries as measured in the period ranging from 2004 until 2012. 

Figure 3, below, provides more insight into the distribution of low-cost shares across the 

sample. Note, however, that this figure is based on the average market shares held by low-cost 

carriers over the sample period. As can be seen, Latvia and Slovakia are on top of the ranking 

with respectively an average of 80 and 70 per cent being operated by low-cost carriers. On the 

other side, one can see that low-cost carrier market share is near to zero in Montenegro, 

Albania and Luxembourg. 

  

 

Figure 3 – Average Market Shares (%) – Own Calculations 

Although figure 3 provides insights on the market shares of each of the countries in the 

sample, it only shows the average from a period of nine consequent years. Obviously, market 

shares are dynamic and vary over the years. The ultimate aim of this thesis is to investigate 

why low-cost carriers decide to enter and/or exit certain markets. Therefore, figure 3 is to 

illustrate the differences between the countries on average. Two cases are specifically 

interesting to look at due to the fact that these countries entered the European Union in 2007. 

By means of a figure one could show a descriptive analysis of the influence of EU entry on 

low-cost carrier market entry in Bulgaria and Romania. The following table will elaborate on 

two specific countries in the dataset, namely Romania and Bulgaria. One of the results that 

can be derived from the graph below is the large percentual change between 2006 and 2007. 

Market share in both countries nearly doubled, with subsequent years also showing a positive 

trend. Although these figures give an indication of the importance of being a member of the 

European Union for low-cost carrier market entry, it is not possible to draw any conclusions 
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from this table. This is to be said due to a lack of a thorough analysis of the relationship 

between the variables. Nevertheless, this will be tested in one of the following analyses. 

 

Figure 4 – Development Market Shares in Romania and Bulgaria (Own Calculations) 

Six variables (Voice and Accountability; Political Stability; Government Effectiveness; 

Regulatory Quality; Rule of Law; Control of Corruption) can be grouped into the same 

category, since they are all classified as World Governance Indicators. It has been discussed 

in the conceptual framework that these six indicators represent the quality of the governance 

infrastructure. As can be viewed, figure 5 shows that the sample represents countries with 

generally positive governance index statistic. The average of all the indicators together is 

0.87, while some countries deviate from this number significantly. The Scandinavian 

countries (Finland, Denmark and Sweden) show the highest average, while the countries with 

a negative index can mostly be found in the former Yugoslavian region, represented by 

countries such as Kosovo, Bosnia and Herzegovina, Serbia, and Macedonia. 

2004 2005 2006 2007 2008 2009 2010 2011 2012 
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Figure 5 – Averages World Governance Indicators (Own Calculations) 

Finally, Internet users and gross domestic product per capita are presented in the table below. 

The table 6 illustrates a similar pattern to the previous table regarding the world governance 

indicators. Again, the countries with the lowest gross domestic product per capita on average 

are in the Balkan region, while the richer countries are located mostly in the western part of 

Europe, again mainly referring to the Scandinavian countries. When it comes to the Internet 

users per 100 people in a rather diverse pattern is visible. Nevertheless the general trend is 

that the Northern European countries, such as Denmark, Sweden, Iceland and the Netherlands 

are characterized by a large number of Internet users. Countries with a respectively lower 

number of Internet users are identified as Romania, Montenegro and Albania.  

 

Figure 6 – Average Country-Specific Statistics (Own Calculations) 
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4.2 Regression Analysis 
This section will outline the results of the panel data regression analysis. Next to that, it will 

elaborate on the robustness checks and control checks for multicollinearity among the various 

variables in the analysis. The results of the first regression analysis are outlined below. The 

first column displays the names of the variables, while the second column shows the 

correlation coefficient between the variable and low-cost carrier share. The number in 

between brackets is the standard error. Furthermore, the statistical significance is illustrated 

by the asterisk next to the coefficient. One asterisk means that a significant relationship has 

been identified between the respective variable and low-cost carrier share, under a 95% 

confidence level. Two asterisks means significant under a 99% confidence level, while three 

asterisks mean that at a 99,9% confidence level.  

 Market Share 
EU 0.15*** (0.040) 
ECAA 0.038 (0.020) 
Migration 0.00036 (0.0010) 
Internet Users 0.0042*** (0.00045) 
GDP Per Capita -0.0000019 (0.0000017) 
Voice and Accountability -0.092* (0.046) 
Political Stability 0.00074 (0.022) 
Government Effectiveness 0.034 (0.034) 
Regulatory Quality  0.030 (0.037) 
Rule of Law 0.025 (0.047) 
Control of Corruption -0.056 (0.031) 
Constant -0.039 (0.051) 
  
N 304 
  
Prob > Chi2 0.0000 

Standard errors in parentheses  * p<0.05, ** p<0.01, *** p<0.001 
Table 3 - Panel Data Analysis National Level 

The first result of the panel data analysis shows us whether the model that has been applied in 

this analysis is correct. The justness of the model is addressed by the value of the ‘Prob > 

Chi2’ row. As can be derived from the table, this value is below 0.05 which implies that the 

model is correct. This number is derived by means of an F-test which measures whether all 

the coefficients in the model are different than zero. In this analysis, the coefficients are all 

different than zero as can be derived from the table. Regarding the coefficients, though, one 

has to be careful with interpreting them due to the fact that this analysis consists of a random 

effects model, which means that the coefficients include both the within-entity and between-
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entity effects. As such the coefficients should be interpreted as the average effect of X over Y 

when X changes across time and between countries by one unit.   

The regression analysis shows that out of eleven predictors, three variables are significantly 

related (p<0.05) to low-cost carrier market share. The first variable is the EU, representing the 

fact whether a country is a member of the European Union shows a significant relationship at 

a significance level of 1%. Its correlation coefficient is positive, meaning that an increase of 

the EU variable results in an increase of low-cost carrier market share. More specifically, an 

increase of 1 unit in the EU variable will lead to an increase of low-cost carrier market share 

of 0.15. This coefficient is not too strong considering its range to a maximum of 1, therefore 

the strength of the relationship between the EU membership and low-cost carrier market share 

can be considered to be a weak relationship. However, the analysis clearly shows that EU-

membership has a positive effect on low-cost carrier market share. This can be interpreted that 

low-cost carriers are more present in countries within the European Union. 

Secondly, it is shown that the Internet users variable is significantly (p<0.001) related to low-

cost carrier market share. Although the relation is significant at a 99% confidence level its 

correlation coefficient is fairly low. Therefore the relationship between the two variables is 

weak. Nevertheless, a positive correlation can be identified, meaning that an increase of 

Internet users leads to an increase in low-cost carrier market share. As the literature has 

suggested, low-cost carriers seem to be heavily dependent on the internet as their main 

distribution channel. This result supports these statements by showing a positive relationship, 

which is to be interpreted that low-cost carriers are more present in countries with a large 

number of internet users. 

Furthermore, this analysis contained six variables measuring the quality of the governance 

infrastructure and its effect on low-cost carrier market share. As can be derived from table 3, 

one of the world governance indicators portrays a significant relationship with low-cost 

carrier market share. Although appears to be not as straightforward as the EU and Internet 

Users (both significant a P<0.001). The variables measuring voice and accountability in a 

country shows a negative relationship (p<0.05) with low-cost carrier market share. Although a 

significant relationship is shown, the association between the two variables is fairly weak. 

With a correlation coefficient of nearly 0.1 it can be considered a weak relation. Likewise, an 

increase of the voice and accountability variable will lead to a decrease of low-cost carrier 

market share. This result is somewhat in conflict with the previous significant relationship 



 
 

30 

between low-cost carrier market share and the number of internet users. Voice and 

Accountability is, in fact, a measure of the openness of a country, For example freedom of 

speech is one of the measures used to determine the voice and accountability variable. 

Therefore, a negative relationship seems odd, since the previous paragraph showed us a 

positive relationship between internet users and low-cost carrier market share. One would 

expect that a large number of internet users can be mainly detected in countries that score 

high on the voice and accountability variable. The robustness checks session will further 

elaborate on this relationship. 

Lastly, it is noteworthy that two other variables (ECAA Membership; Control of Corruption) 

also have a significant relationship with low-cost carrier market share. Nevertheless, these 

variables are not showed in the table since they respectively show a significant relation at a 

significance level of 10% (p<0.1).  ECAA Membership shows a positive relationship with 

low-cost carrier market share, meaning that entry to the European Common Aviation Area is 

likely to lead to an increase of low-cost carrier market share. Although, the association 

between the ECAA variable and low-cost carrier market share is rather weak, as can be 

obtained from the coefficient of 0.038 in Table 3, it does make a clear argument regarding this 

analysis. Namely, the two variables that were included in the model as a measure for the 

liberal airspace have both presented a positive significant relationship with low-cost carrier 

market share. These results imply that a liberal airspace is likely to lead to a larger number of 

low-cost carriers. 

Finally, the other variable, ‘Control of Corruption’, also shows a significant relationship at a 

10% significance level. Control of corruption is one of the six variables that has been used in 

the World Governance Indicators. The association between control of corruption and low-cost 

carrier market share is negative implying that an increase in the measure for control of 

corruption will lead to a decrease of low-cost carrier market share. The strength of the 

association between the variables can be obtained from the value the coefficient holds. The 

association between control of corruption and low-cost carrier market share is low due to the 

low value of the coefficient. However, as has been mentioned in the introduction of this 

chapter, interpreting the correlation coefficients is tricky due to the use of the random effects 

model. Nevertheless, the result shows that low-cost carrier tend to be more present in 

countries with a lower control of corruption.  
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4.2.1 Robustness Checks 
In order to see whether the model proposed in the methodology section is stable, several 

robustness checks have been carried out to test this. The following section will provide the 

most relevant results of these robustness checks. One of the first robustness checks that have 

been conducted included various parts of Europe (Great Britain, Mediterranean, East Europe, 

West Europe, and Scandinavia). A second way to check for the models’ robustness has been 

by solely focusing on time periods (2004-2007; 2008-2012) of the panel data, rather than 

taking the whole time series. Additionally, a third check has been carried out to control for 

high or low-income countries, which was based on GDP per capita. For the latter robustness 

check a country belonged either to high- or low-income if GDP per capita is respectively 

higher or lower than the mean average. 

Generally the robustness checks do not provide any new insights into the relationship between 

the predictors and low-cost carrier market share, which implies that the model used in the 

panel data analysis is robust. This can be concluded based on the fact that no dramatic 

differences appear between the results of each of the robustness checks and the initial model. 

Nevertheless, there are two variables that show a relatively constant significant relationship 

with the dependent variable. These two variables are the EU Membership and the number of 

Internet users in a country. Not only does the significance of the relationship show the same 

pattern in nearly all the robustness checks, also the association stays similar. Both EU 

membership and Internet users maintain to have a positive association with low-cost carrier 

market share in nearly all of the robustness checks. Based on this finding one could argue that 

the significant relationship between EU membership, Internet users and low-cost carrier 

market share is robust. Next to that, the variable measuring voice and accountability in the 

country also seems robust considering the fact that a significant relationship is clearly visible 

in nearly all the robustness checks that have been carried out, as can be seen in appendix 3. 

Furthermore, robustness checks regarding the various regions in Europe show relevant 

insights, namely there seems to be a significant relationship between gross domestic product 

per capita and low-cost carrier market share and in the Mediterranean, East Europe, West 

Europe and Scandinavia. Looking at the correlation between the variables, one can see the 

general tendency that GDP per capita and low-cost carrier market share are positively 

associated. The only result that deviates from this is the relation between GDP per capita and 

low-cost carrier market share in West Europe. In this sample, the relationship between the two 
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variables is negative, implying that an increase in GDP per capita eventually leads to a lower 

market share held by low-cost carriers.  

In the results section of the previous analysis, it has been discussed that control of corruption 

showed a significant relationship with low-cost carrier market share at a 10% significance 

level. If one looks at the robustness checks it becomes clear that in some specific samples the 

relationship between control of corruption and low-cost carrier market share becomes clearer. 

A negative association can be obtained by the two variables when taking the time period from 

2004 until 2007, high-income countries and in the Scandinavian countries. Moreover, a 

positive association is found in the time period ranging from 2008 until 2012. This robustness 

check provides more information for the interpretation of the relationship between the control 

of corruption variable and low-cost carrier market share. This is in particular true due to fact 

that control of corruption was significantly related to low-cost carrier market share at a 10% 

significance level in the panel data regression analysis. Hence, the robustness checks support 

the earlier findings that there seems to be a relationship between the two variables. 

Lastly, as part of the robustness checks the same analysis has been run for each of the years in 

the data set. Each of the years has been analyzed independently by means of multiple 

regressions in order to control for the model’s robustness. The results of these analyses can be 

found in the appendix below and are named to their according years, ranging from 2004 until 

2012. There are a few results that stand out from the initial panel data analysis. One of the 

most obvious results is the non-significance of EU and/or ECAA membership on low-cost 

carrier market share. The panel data analysis showed a robust relation between the EU 

variable and low-cost carrier market share. However, once the analysis is run based on 

multiple regression by taking the years independently, it does not show any significant 

relationship between the two variables. There are roughly two variables that show a consistent 

significance with low-cost carrier market share in the multiple regression analyses. These two 

variables are ‘regulatory quality’ and ‘control of corruption’. The first variable mainly shows 

a positive relationship with low-cost carrier market share, whereas the latter shows a negative 

relationship with the dependent variable. Noteworthy from this outcome is the fact that the 

variable ‘control of corruption’ also showed a significant relationship in the panel data 

analysis and other robustness checks. Based on that, one can say that the relationship between 

low-cost carriers’ market share and control of corruption can be considered robust due to the 

consistent significance between the two variables. Moreover, the association between the two 

variables seems to be consistently negative, implying that an increase of the control of 
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corruption variable will lead to a decrease in low-cost carrier market share. Next to that, it has 

to be noted that the strength of the relationship between control of corruption and low-cost 

carrier market share has increased drastically for each of the separate years. Finally, there is a 

third variable that can be considered as robust due to the significant relationship that occurred 

in the multiple regressions. This third variable is the number of internet users per hundred 

people in a country. In the robustness checks of the years 2006 and 2007 there is a significant 

relationship between internet users and low-cost carrier market share. The association of the 

relationship is positive, just like the association between the two variables in the panel data 

analysis. As such, it can be argued that the relationship between low-cost carrier market share 

and internet users is robust. 

4.2.2 Multicollinearity 
Another check to control for the model’s justness is to control for multicollinearity among the 

various predictors. Controlling for multicollinearity is an important measure to check whether 

the predictors are not (highly) correlated with each other. High correlation between the 

various predictors could have a biased effect on the model as a whole. Multicollinearity is 

identified as a correlation between two variables which are equal or higher than 0.6. This 

correlation coefficient can be retrieved from the correlation matrix of the coefficients that has 

been provided by the model. The results of this correlation matrix are listed in the appendix 5. 

As can be obtained from the matrix there does not seem to be any problems regarding 

multicollinearity because none of the variables is associated more than 0.6 with another 

variable in the model. Nevertheless, there are two variables that show an exceptional 

association with one another. Voice and Accountability and Internet Users are correlated with 

a coefficient of 0.434, which is rather high. However, it is still not large enough to speak of 

multicollinearity. The relation between V&A and Internet Users is to be explained by the fact 

that the V&A variable stands for the degree to which citizens of the country are allowed to 

“participate in selecting their government, as well as freedom of expression, freedom of 

association, and free media” (World Bank, 2014). Consequently, it becomes clear that Internet 

users and voice and accountability are positive associated, because a higher value of the voice 

and accountability variable allows citizens of the country to express themselves more freely 

regarding media and expression. This is why it is clear that this leads to more Internet users as 

well. 
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4.3 Regional Analysis 

This part of the analysis will present the findings of the regional panel data analysis consisting 

of data at the airport level.  

4.3.1 Descriptive Analysis  

Table 4 presents the most relevant descriptive statistics as obtained from the data. As can be 

derived from the table the dataset consists of around 2700 observations ranging from the 

period from 2004 until 2012. Three variables have been included in the model, namely 

‘Market Share’, ‘Number of Airlines’, and ‘Population’. On average low-cost carriers 

represent more than half of the flights operated to the airports in the sample of this dataset. 

Once again, these descriptive statistics show the average of the market shares at the airports 

over the period of 2004 until 2012. Within this time, period fluctuations might have occurred, 

likewise this table provides insights into the nature of the statistics.  

 

Next to the statistics based on the market share, the model for the regional dataset contains 

two other variables, namely the number of airlines and the number of inhabitants in the 

hinterlands of the airport. First, the number of airlines at the airports is on average 18, ranging 

widely between zero and almost 150 in some cases. Table 5 shows the ten airports with the 

highest and lowest number of airlines having the respective airport as destination. As can be 

observed, Paris Charles de Gaulle is on top of the list with an average of almost 140 airlines 

flying to Paris over the time period of 2004 until 2012. On the other side, Swansea ends the 

list with an average of 0,1 airline in the period the data has been sampled. Airports that are on 

top of the list are mainly characterized as the major hubs in Europe, such as Paris Charles de 

Gaulle, Frankfurt Main, Amsterdam Schiphol, and London Heathrow. Airports with relatively 

lower number of airlines can also be identified as the more regional or secondary airports. 

Variable Observations Mean Standard Deviation Minimum Maximum 
Market Share 2741 .5057169 .3444007 0 1 
Airlines  2754 18.01525 23.93323 0 147 
Population 2548 2305513 1969211 0 1.20e+07 

Table 4- Descriptive Statistics Regional Analysis (Own Calculations) 
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Table 5 - Airports with Highest and Lowest Number of Airlines (Own Calculations) 

Lastly, the population around the airports has been identified as an important characteristic 

because it is likely to represent a large share of the potential demand for the airport, as well as 

for the respective airlines. On average, the airports in the sample have a catchment area of 2.3 

million people. Table 6 (below) shows the ten airports with the largest and smallest catchment 

areas. As can be derived from the table in the largest number of people live near the airports 

of Paris and London, while also the airports in the area of Barcelona and Madrid are 

represented by a large catchment area around the airport. The airports that are identified as 

having a very small number of inhabitants in their catchment area are mainly islands, such as 

Chios, Samos and Zakynthos in Greece, but also Lanzarote as one of the Canary Islands. 

Table 6 - Airports with Largest and Smallest Catchment Area (Own Calculations) 
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4.3.2 Regression Analysis 
This section will contain the results of the second regression analysis that has been conducted 

in this research, namely the analysis including the regional data. Table 7 outlines the results of 

the regional panel data analysis. The first column represents the variables that were included 

as predictors for the differences in market share. The second column is shows respectively the 

correlation coefficient followed by the fact whether there is a significant relationship, which is 

addressed by the asterisk. As is explained below the table, the number of asterisks behind the 

coefficient relates to the significance level. Lastly, the number in between the brackets 

represents the standard error.  

 Market Share 
Number of Airlines            -0.0020*** (0.00056) 
Population            0.000000026*** (6.7e-09) 
Constant              0.49*** (0.022) 
  
Observations                   2537 
  
Prob > chi2  0.0000 

Standard errors in parentheses  * p<0.05, ** p<0.01, *** p<0.001 
Table 7 - Regression Results Regional Analysis 

The validity of the model is expressed by the ‘prob > chi2’  value in the table above. An F test 

is executed test the correctness of the model used in this analysis. If this analysis would return 

a value larger than 0.05 it would mean that our model is not ok. However, as can be derived 

from the table it is shown that the F test resulted in a significant value, which means that the 

model used in the regional analysis is assumed to be correct. 

The findings show that there is a significant (p<0.001) relationship between the number of 

airlines that are present at an airport and low-cost carrier market share. As can be derived 

from the correlation coefficient the association between the two variables is negative, 

meaning that the more airlines are present at an airport the lower the low-cost carriers’ market 

share is. Since the number of airlines is used as a measure of competition in this analysis it 

can be said that low-cost carriers tend to avoid competition, or try to minimize it at least. 

Although the significance of the relationship is without a doubt very clear, the effect of the 

relation between the two variables is rather small. A correlation coefficient of -0,002 stands 

for a very weak association. However, this small coefficient is to be explained as a result of 

the measurement of low-cost carrier market share, which is a value bound between zero and 

one. The predictors in this analysis represent larger values, and a change of one unit will 
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eventually not have a too large effect on low-cost carrier market share. This is especially 

visible in the following variable. 

The second variable, population, measures the importance of the catchment area for low-cost 

carriers’ market share. The findings show a significant relationship (p<0.001) between the 

population and low-cost carrier market share. More specifically, the results suggest that there 

is a positive association between the population and low-cost carrier market share. This means 

that the larger the catchment area, the higher low-cost carrier market share is. However, it has 

to be noted that the coefficient, outlined in the table, is very small, which means that a change 

in the number of inhabitants in the catchment area of an airport shows a very weak, although 

significant, positive relationship with low-cost carrier presence. In other words, the findings 

show that low-cost carriers tend to be present at airports with a large number of inhabitants in 

the hinterland of the airport. This conclusion can be drawn from the positive association 

between the two variables. Once more, the rather weak coefficient between the variables can 

be explained by the fact that the population is measured in units of thousands, while market 

share is measured in a range between zero and one. This can be regarded as the main reason 

for the small coefficient between the two variables. 

In general the coefficients in table 7 give an indication in the relationship between the 

variables. However, one has to be careful when interpreting these variables as such. Due to 

the use of the random effect model, this data contains both within-entity and between-entity 

effects. Therefore, the coefficients as addressed in the previous paragraphs should be 

considered as the effect of X over Y when X changes across time and between countries by 

one unit.  

4.3.3 Robustness Checks 

The model and its results as addressed in the previous section could be affected. Hence, this 

analysis contains various robustness checks to control for the justness of the model. This 

section will present the main findings of the robustness checks regarding the regional data. In 

general the same checks have been carried out for the regional dataset as have been carried 

out by the national dataset, namely specific time periods, countries, and one check by means 

of a logistic regression. This section will mainly reflect on the robustness checks, which can 

be found in the appendix 4. 

Overall, the model seems good after doing the robustness checks. This can be said since the 

results do not vary a lot taking different time periods or taking specific countries of the 
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sample. Especially the relationship between the number of airlines at an airport and low-cost 

carrier market share seems robust. In six out of eight checks a significant relationship can be 

found between these two variables. In two cases, Scandinavia and South Europe, there does 

not seem to be a significant relationship between the number of airlines and LCC market 

share. Another finding in the robustness checks is the fact that, although significant, the 

correlation coefficient is positive when a logistic regression has been applied to the model. In 

this case it would mean that low-cost carriers are more present at airports with a larger 

number of airlines. However, this finding is only shown if one analyses the relationship by 

using logistic regression.  

The findings of the population variable provide remarkable insights in the relationship 

between the number of inhabitants and low-cost carrier market shares across the various 

airports in the sample. The robustness checks conducted on specific countries show that four 

out of five analyses are not significant. More specifically, there does not seem to be a 

significant relationship between the population and low-cost carrier market share in Great 

Britain, Continental Europe, Eastern Europe, and Scandinavia. The other robustness checks 

(time periods and logistic regression) do provide the same results as the model itself, though. 

Finally, nine additional robustness checks have been carried out for each of the years 

separately. The results these checks are to a large extent similar to the results of the initial 

panel data analysis. First of all, the number of airlines at an airport shows a significant 

relationship throughout the robustness checks. Not only is the relationship between the two 

variables consistently significant, also the association is similar to the rest of the robustness 

checks. The negative association between the number of airlines at an airport and low-cost 

carrier market share can also be retrieved from the initial model, which then can be said to be 

a robust relationship between the two variables. The other variable that is included in the 

regional analysis, the population surrounding an airport, also shows a similar relationship with 

low-cost carrier market share in the nine robustness checks for each of the separate years. 

Although there does not seem to be a significant relationship between the two variables in the 

first four years of the sample (2004-2007), a significant positive relationship appears in the 

subsequent five years of the sample. This is similar to many of the other robustness checks. 

Next to that, this result is in line with the initial model. As such one can argue that the 

relationship between the population and low-cost carrier market share is robust.  



 
 

39 

In sum, the two variables that were included in the regional analysis of the model have proven 

to be robust. After analyzing the results of the robustness checks there is a general tendency 

that the same relationship occurs in the robustness checks as in the initial model. Hence, the 

model that has been used in the panel data analysis is robust. 

4.3.4 Multicollinearity 

Lastly, the check for multicollinearity does not provide any alarming results for the reliability 

of this thesis. As can be seen in appendix 6 there is no sign of correlation between the two 

variables in the model. Although the correlation coefficient between the two is 0.35 there is 

no need to doubt about the reliability of the results of this analysis because multicollinearity 

solely becomes an issue if the correlation coefficient between two variables is larger than 0.6. 

Next to that, a positive correlation between competition and the catchment area makes sense 

considering the fact that a larger catchment area attracts more airlines. Hence, the correlation 

coefficient does not reveal any shocking insights. Therefore, the second analysis proves to be 

robust and reliable according to the various robustness checks and multicollinearity check. 
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5. Conclusion 
This paper attempted to investigate what variables affect the market entry decisions made by 

low-cost carriers, as measured by the respective market shares on a country and airport level. 

Previous academic studies have argued that market entry decision-making is two-fold. The 

first condition for entering a new market is measured at the country-level and represents the 

fact whether it is possible to enter the preferred market. Secondly, market entry depends for a 

large share on the profitability to enter a market. The latter condition is measured at a regional 

level by looking at market shares at the airport. Based on annual data in the period from 2004 

until 2012 this research used a random effects panel data analysis to focus on the differences 

over time within and between the countries within the sample. On a national level this 

research included eleven predictors for low-cost carrier market share: EU Membership, 

ECAA Membership, Migrants, Internet Users, GDP Per Capita, Voice and Accountability, 

Political Stability, Government Effectiveness, Regulatory Quality, Role of Law, and Control 

of Corruption. Next to that, this thesis examined the effects of market characteristics on the 

market shares on an airport level. Two variables have been included to measure at this level: 

the population surrounding the airport, and the number of competitors at the airport. 

This research measures the possibility to enter a certain market by means of the quality of the 

governance infrastructure as provided by the World Governance Indicators. Furthermore, two 

variables representing the fact whether a country belongs to the European Union of European 

Common Aviation Area are included to test the effect of membership of one of the before 

mentioned is of any influence. Being a member of the EU or ECAA is argued to be beneficial 

for low-cost carriers since it reduces trade blocks and provides a free trade between its 

member states. Among others Albers et al. (2010) underline this statement by arguing that 

low-cost carriers are more present in “geographical areas and trade blocks that offer a 

relatively liberal international regulatory regime.” This research empirically supports the 

statements of previous academic studies by showing a positive significant relationship 

between EU Membership and low-cost carrier market share. A subsequent analysis also 

shows a significant relationship between ECAA Membership and low-cost carrier market 

share. Hence, the first hypothesis stating that low-cost carriers are more present in countries 

that are either member of the European Union and/or the European Common Aviation Area 

(ECAA) is accepted. 

Moreover, this research investigated the quality of the host country’s governance 

infrastructure by means of an index provided by the World Bank. Based on the World 
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Governance Indictors this thesis attempted to find whether these institutional variables could 

have any effect on the market shares held by low-cost carriers. It is argued by, among others, 

Ramón-Rodríguez et al. (2011) that there are certain geographic-specific variables of 

influence for low-cost carriers to enter certain markets. The authors, furthermore, argue that 

one of the conditions that have to be met for low-cost carriers to enter a market is 

“government incentives.” This thesis finds evidence that low-cost carriers are more present in 

countries where there is less control for corruption. Note that this may seem odd at first. 

However, there is clear evidence to be given for the fact that low-cost carriers tend to prefer 

areas with a lesser degree of control of corruption. One of the reasons that the results make 

sense is due to the increased bargaining between low-cost carriers and airports. To quote 

Francis et al. (2004) “many start-up deals between airports and airlines have been negotiated 

whereby the low-cost airline obtains reduced landing fees and handling charges.” And this is 

exactly the reason why low-cost carriers seem to prefer countries, or airports, with a lesser 

control of corruption: to increase the chance for the airlines to receive subsidies, which might 

not be in line with the regulations in the respective countries. However, measuring corruption 

and the viability of state aid is rather difficult. Hence, the evidence that is shown in this thesis 

surely has to be further investigated before any conclusions can be drawn from it.  

Another variable that measures the institutional quality of the host country provides a 

significant relationship with low-cost carrier market share is ‘voice and accountability’. This 

variable represents the matter into individuals in a country are, among others, allowed 

freedom of expression. The negative association shown between voice and accountability and 

low-cost carrier market share implies that low-cost carries tend to be more present in 

countries when the voice and accountability index is low. Nevertheless, voice and 

accountability variable shows a rather large correlation with Internet users, which could have 

affected the reliability of this result. This will be dealt more in depth in the limitations section 

in the following chapter. In the beginning of this report it has been argued that it is expected a 

positive relationship between World Governance Index and low-cost carrier market share by 

arguing that low-cost carriers are likely to be more present in countries with a higher 

governance infrastructure quality. However, the results prove differently. Only two out of the 

six variables measuring the governance quality show a significant relationship with the 

dependent variable. One of which shows a negative association, where a positive relationship 

was expected. Hence, hypothesis two is rejected in this research due to the lack of significant 
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results between the predictors and low-cost carrier market share. Furthermore, the predictors 

that prove to be significant show a negative rather than an expected positive association.  

Thirdly this thesis proposed three country-specific variables that were argued to be of 

importance for the possibility for low-cost carriers to enter a market. These variables were 

defined as: the number of migrants, the number of Internet users, and gross domestic product 

(GDP) per capita. The results leave this thesis to partly reject the hypothesis that each of these 

variables has a positive influence on low-cost carrier market share. Out of the three variables 

only the number of Internet users in a country provides a positive significant relationship. As 

such this thesis finds evidence for the importance of the Internet for low-cost carriers. 

Although this research does not find evidence for the fact whether low-cost carriers use the 

Internet as their sole point of distribution, as discussed by Budd et al. (2014). However, the 

results of this analysis show that low-cost carriers tend to be more present in countries with a 

higher number of Internet users. This result certainly supports the statements regarding the 

importance of the Internet for low-cost carriers as their means of distribution. The other two 

variables that were grouped into the country-specific variables did not prove a significant 

relationship with low-cost carrier market share.  

Lastly, this research incorporated another analysis at the regional level based on market share 

statistics at the airports. This second analysis was meant to investigate the effects of specific 

market characteristics on low-cost carrier market share. The two variables that were identified 

to be the most important market characteristics were competition at the airport and the 

potential demand in the area surrounding the airport, which is also called the catchment area. 

The results of this analysis show that the number of competitors at the airport has a negative 

effect on low-cost carrier market share. This can be explained by the fact that low-cost 

carriers tend to avoid competition. As such the findings of this thesis support the earlier 

studies, which found out that 57 per cent of the low-cost carrier routes are served in a 

monopolistic market, hence avoiding competition (Dobruszkes, 2013). The second variable 

that has been identified to be an important market characteristic is the number of inhabitants 

in the hinterland of the airport, also known as the catchment area, which represents potential 

demand. The results with respect to this variable show that low-cost carriers prefer airports 

with a large catchment area, seen the positive significant relationship between the variables. 

The results of the regional analysis are in line with the hypothesis as proposed in Chapter 3. 

Hence, the hypothesis is accepted. 
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All together this thesis has provided a thorough analysis of the variables that were argued to 

be of importance for low-cost carriers’ market entry. In general, this thesis has shown 

evidence that there are few institutional variables of importance for low-cost carriers’ market 

entry decisions. Among others EU/ECAA membership turned out to be very important for 

low-cost carrier market share. One of the main reasons for the importance of EU/ECAA 

membership is that being a member of one of these two institutions provides entry to the 

liberal European aviation market. In addition, this thesis found out that the number of Internet 

users is positively associated with low-cost carriers’ market share, underlining the importance 

of the Internet as low-cost carriers’ main distribution channel. Finally, competition and 

catchment area is both important measures for low-cost carrier market share due to their 

significant relationship.  

However, after completing a thorough set of robustness checks to control for the justness of 

the model it can be said that there are roughly four variables that show a robust relationship 

with low-cost carrier market share. Firstly, the number of internet users per hundred people in 

a country shows a robust relationship with low-cost carrier market share. Secondly, control of 

corruption is found to be consistently significant in relation to low-cost carrier market share as 

well. And, finally, the two variables included in the regional analysis show a robust 

relationship with low-cost carrier market share.  

This concludes the fact that four variables show a robust relationship with low-cost carrier 

market share. In sum, low-cost carriers are more likely to be present in countries with a larger 

number of internet users, a lower control of corruption. Additionally, this research has proven 

that low-cost carriers are also more likely to be present at airports with less competitors and a 

large population surrounding the airport.  
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6. Limitations and Recommendations 
This chapter briefly outlines the limitations that have been encountered by conducting this 

research. By dealing with these limitations, subsequent recommendations for future research 

will be provided.  

Firstly, the results of the relationship between the world governance indictors and low-cost 

carrier market share might not be of relevance for the way market entry has been approached 

in this study. Within the airline industry, most of the internationalization strategies are 

concerned with export, as it is just transferring people from one country to the other. In some 

cases airlines decide to hold a base in a certain country, which means that more negotiation 

will take place between the airlines and local/regional/national governments. The governance 

indicators measure the quality of the governance infrastructure, which is likely to have more 

effect on airlines’ market entry decision making when airlines try to ‘open’ a base in a foreign 

country. In order to test for this relationship one should solely focus on airlines that have 

bases across numerous countries and investigate whether there are any conclusions to be 

drawn from that.  

One further limitation can be found in the measurement of low-cost carrier market share. For 

this research market share is, namely, determined by the seat capacity. This measure, 

however, is based on the total capacity that is available when an airline decides to fly to a 

certain route. A more accurate measurement of the market share would be, therefore, to either 

focus on the load factor of the airline on the respective route or the more comprehensive 

method of using average seat kilometers, which is used more often. However, due to the 

limited availability of data, this research used seat capacity by airlines. 

In the literature review it has been argued that defining low-cost carriers is not an easy task 

because it is a business model and each of the airlines adjusts this business model slightly to 

their own needs and preferences. This research has been concerned with low-cost carrier 

market share, which required a clear delineation of what low-cost carriers are. Although this 

thesis used the official list of low-cost carriers defined by the International Air Transport 

Association (IATA), it can still be argued that the classifying low-cost carriers might have 

influenced this research.  

Next to that, this research included a manual data collection for the catchment area, which in 

turn could be biased. The reason that this measure could be biased is because of the relative 

distances in a country rather than focusing on strict and static areas. However, for the 
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consistency of this research it has solely focused on the direct areas connected to the airport, 

rather than focusing on the travel time towards the airport. Nevertheless, future research 

should attempt to have a better estimate of the catchment area of an airport by for example 

using a radius around the airports with a range of a certain amount of kilometers to actually 

identify the catchment area more thoroughly. In this thesis, the data for such an analysis were 

not available. 

Lastly, the relationship between migration and air services, specifically concetrating on the 

low-cost carrier segment. This research included a raw number of migrants as a measure for, 

the so-called, ‘ethnic travel’. Hence, future research should look closer into the migration 

flows in order to further investigate a relationship between low-cost air services and 

migration. The relationship between migration and air services is ambiguous. In order to 

investigate this relationship thoroughly, both in its significance and causal direction, it is 

important to incorporate a clear measure for migration.  
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8. Appendices 
 

Appendix 1 – List of Countries in EU and ECAA 

Country 
Albania 
Austria 
Belgium 

Bosnia and Herzegovina 
Bulgaria 
Croatia 
Cyprus 

Czech Republic 
Denmark 
Estonia 
Finland 
France 

Germany 
Greece 

Hungary 
Iceland 
Ireland 

Italy 
Kosovo 
Latvia 

Lithuania 
Luxembourg 

Macedonia, FYR 
Malta 

Montenegro 
Netherlands 

Norway 
Poland 

Portugal 
Romania 

Serbia 
Slovakia 
Slovenia 

Spain 
Sweden 

United Kingdom 
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Appendix 2 – List of Low-Cost Carriers 

Code Airline Name Code Airline Name Code Airline Name Code Airline Name 

0B Blue Air Transport 
Aerian DI D.E.T.A. Air 

JSC JT Lion Airlines TT Tiger Airways 
Australia 

2L Helvetic Airways DM Maersk Air 
A/S JW 

AirAsia Japan 
Co., Ltd. aka 
Vanilla Air 

TV 
Tibet Airlines 
Corporation 

Limited 

2P PAL Express - Airphil 
Express DN Senegal 

Airlines KK Atlasjet Airlines TW Tway Air Co. 
Ltd 

3K Jetstar Asia Airways DP 
First Choice 

Airways 
Limited 

LF 
Lao Central 

Airlines Public 
Company 

TZ Scoot Private 
Limited 

3L InterSky Luftfahrt 
GmbH DS 

Easyjet 
Switzerland 

S.A. 
LJ Jin Air 

Company U2 easyJet 

3O Air Arabia Maroc DY Norwegian Air 
Shuttle A.S LS Jet2-Channel 

Express U5 Karinou Airlines 

4O InterJet E4 
Estelar 

LatinoAmerica 
C.A. 

MM Peach Aviation 
Limited V5 

VIP Wings Ltd 
dba Danube 

Wings 

4U Germanwings E5 Air Arabia 
Egypt MYT My Travel 

Airways Limited VB 

Aeroenlaces 
Nacionales S.A. 

de C.V. dba 
VivaAerobus 

5J CEBU Pacific Air E8 
City Airways 

Company 
Limited 

NB Sterling 
European VE CAI SECOND 

5P Aerolinea Principal 
Chile S.A EW Eurowings NE Nesma Airlines VF Valuair Ltd. 

6B TUIfly Nordic AB F7 flybaboo NK Spirit Airlines VG VLM Airlines t/a 
Cityjet 

6E Interglobe Aviation 
Ltd. dba Indigo F9 Frontier 

Airlines NM FLM Aviation 
dba Manx2 VX Virgin America 

6G Sun Air Express, LLC FD Thai AirAsia O8 
Axis 

International 
Lines S.A. 

VY Vueling Airlines 

6J Skynet Asia Airways 
Co. Ltd FHE Iceland 

Express OF Air Finland Ltd. VZ Velvet Sky 
Airlines 

7G Star Flyer Inc. FL AirTran 
Airways OX Orient Thai 

Airlines W6 Wizz Air 

8I Insel Air Aruba FLM Corendon Air PC Pegasus Hava 
Tasimaciligi WN Southwest 

Airlines 

9C Spring Airlines Limited 
Corporation FOM Freedom Air PQ AirAsia Inc. WOW WOWair 

A6 AAA - Air Alps Aviation FR Ryanair QI Cimber Air A.S. WS Westjet 

AK AirAsia Berhad dba 
AirAsia FUA Budget Air QO Quantum Air WU Wizz Air 

Ukraine LLC 

AXB Air-India Express FZ Flydubai QS Travel Service 
A.S. WW WOW Air 

B4 Globspan Airways 
Limited G3 

Gol 
Transportes 

Aereos 
QZ Indonesia 

AirAsia X3 TUIfly 

B6 JetBlue Airways G4 Allegiant Air RE Aer Arann 
Express XG 

SunExpress 
Deutschland 

GmbH 

BC Skymark Airlines G8 Go Airlines 
(India) Ltd RNX 1time Airline XO 

Exec Direct 
Aviation 
Services 
Limited 

BE FlyBE G9 Air Arabia S2 Jet Lite (India) XQ SunExpress 

BL Jetstar Pacific Airlines GK Jetstar Japan SC Shandong 
Airlines Y4 

Concesionaria 
Vuela 

Compania de 
SA de CV 
(Volaris) 

BM 
British Midland 

Regional LImited t/a 
bmi Regional 

GRE Air Scotland SG SpiceJet Z2 Zest Airways 
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BT Air Baltic GX Luftline 
Georgia Ltd. SH 

Sharp Aviation 
Pty. Ltd t/a 

Sharp Airlines 
ZB Monarch 

Airlines 

BV Blue Panorama 
Airlines S.p.A HO 

Juneyao 
Airlines Co. 

Ltd. 
SM Spirit of Manila 

Airlines Corp ZE EASTAR JET 
Co. Ltd. 

C0 Centralwings HV Transavia 
Airlines ST Germania 

Fluggesellschaft ZS 
Sol Aviation 
(PVT) Ltd t/a 

Sol Air 

C6 Canjet Airlines IG Meridiana fly 
S.p.A. SY 

MN Airlines LLC 
dba Sun 
Country 
Airlines 

  

CD Alliance Air IV Wind Jet 
S.P.A. T4 

TRIP 
Transporte 

Aereo Regional 
do Interior 

Paulista Ltda. 
  

D7 AirAsia X Sdn. Bhd. J9 Jazeera 
Airways T6 1time Airline 

  
DC Braathens Regional AB JE Mango Airlines T9 

Air Company 
"Tomsk Air" 

Limited   

DD Sky Asia Company 
Limited dba Nok Air JN 

New 
Livingston 

S.p.A. 
TOM Thomson 

Airways Limited   
DE Condor JQ Jetstar 

Airways TR Tiger Airways 
  

 

Appendix 3 – Robustness Checks National Data 

Time Period 2004-2007 Market Share    
EU 0.20*** (0.047) 
ECAA 0.011 (0.018) 
Migration 0.0023(0.0017) 
Internet Users 0.0050***(0.00087) 
GDP Per Capita -0.00000087(0.0000019) 
Voice and Accountability -0.10*(0.049) 
Political Stability 0.047(0.030) 
Government Effectiveness 0.042(0.041) 
Regulatory Quality  -0.034(0.052) 
Rule of Law 0.016(0.054) 
Control of Corruption -0.10*(0.042) 
Constant -0.044(0.055) 
  
Observations 139 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Time Period 2008-2012 Market Share    
EU 0.23**(0.078) 
ECAA 0.061(0.075) 
Migration -0.0014(0.0013) 
Internet Users 0.0035***(0.00078) 
GDP Per Capita -0.0000033(0.0000023) 
Voice and Accountability -0.21**(0.067) 
Political Stability 0.057(0.037) 
Government Effectiveness 0.034(0.054) 
Regulatory Quality  0.11*(0.049) 
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Rule of Law -0.17**(0.065) 
Control of Corruption 0.11**(0.043) 
Constant 0(0) 
  
Observations 165 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Logistic Regression Market Share    
EU -1.47 (4.31) 
ECAA 1.58 (1.98) 
Migration -0.92* (0.45) 
Internet Users -0.22 (0.18) 
GDP Per Capita -0.00028* (0.00013) 
Voice and Accountability 0.61 (12.2) 
Political Stability -9.26 (5.29) 
Government Effectiveness -6.02 (4.23) 
Regulatory Quality  21.5* (9.08) 
Rule of Law 10.6 (11.9) 
Control of Corruption 3.60 (4.96) 
Constant 15.3 (8.06) 
  
Observations 304 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Low Income Countries Market Share    
EU 0.15** (0.048) 
ECAA 0.010 (0.025) 
Migration -0.0017 (0.0018) 
Internet Users 0.0050*** (0.00065) 
GDP Per Capita 0.0000071 (0.0000066) 
Voice and Accountability -0.078 (0.069) 
Political Stability -0.0055 (0.030) 
Government Effectiveness 0.044 (0.054) 
Regulatory Quality  -0.028 (0.052) 
Rule of Law 0.035 (0.066) 
Control of Corruption -0.047 (0.054) 
Constant -0.11 (0.076) 
  
Observations 168 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
High Income Countries Market Share    
EU 0.20*** (0.047) 
ECAA 0.011 (0.018) 
Migration 0.0023(0.0017) 
Internet Users 0.0050***(0.00087) 
GDP Per Capita -0.00000087(0.0000019) 
Voice and Accountability -0.10*(0.049) 
Political Stability 0.047(0.030) 
Government Effectiveness 0.042(0.041) 



 
 

53 

Regulatory Quality  -0.034(0.052) 
Rule of Law 0.016(0.054) 
Control of Corruption -0.10*(0.042) 
Constant -0.044(0.055) 
  
Observations 139 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
East Europe Market Share    
EU 0.15** (0.049) 
ECAA 0.018 (0.025) 
Migration -0.0035 (0.0022) 
Internet Users 0.0030*** (0.00082) 
GDP Per Capita 0.000022* (0.000010) 
Voice and Accountability -0.11 (0.075) 
Political Stability 0.012 (0.035) 
Government Effectiveness -0.057 (0.064) 
Regulatory Quality  -0.054 (0.068) 
Rule of Law 0.12 (0.082) 
Control of Corruption -0.058 (0.063) 
Constant -0.076 (0.092) 
  
Observations 124 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Mediterranean Market Share    
EU 0 (0) 
ECAA 0 (0) 
Migration -0.0028 (0.0015) 
Internet Users 0.0094*** (0.00060) 
GDP Per Capita 0.000015*** (0.0000029) 
Voice and Accountability 0.13 (0.085) 
Political Stability 0.060*** (0.017) 
Government Effectiveness 0.025 (0.046) 
Regulatory Quality  0.040 (0.054) 
Rule of Law -0.12* (0.052) 
Control of Corruption 0.017 (0.039) 
Constant -0.66*** (0.12) 
  
Observations 54 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
West Europe Market Share    
EU 0(0) 
ECAA 0(0) 
Migration -0.0047(0.0026) 
Internet Users 0.00050(0.00082) 
GDP Per Capita -0.0000048***(0.00000092) 
Voice and Accountability -0.29**(0.10) 
Political Stability 0.20***(0.055) 
Government Effectiveness 0.022(0.078) 
Regulatory Quality  0.16(0.085) 
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Rule of Law -0.24**(0.079) 
Control of Corruption 0.046(0.050) 
Constant 0.64***(0.13) 
  
Observations 54 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Scandinavia Market Share    
EU 0.24*** (0.060) 
ECAA 0.091 (0.055)  
Migration 0.00094 (0.0028) 
Internet Users 0.0020 (0.0017) 
GDP Per Capita 0.000012*** (0.0000028) 
Voice and Accountability 0.10 (0.10) 
Political Stability -0.11 (0.068) 
Government Effectiveness -0.20 (0.11) 
Regulatory Quality  0.32*** (0.086) 
Rule of Law -0.036 (0.15) 
Control of Corruption -0.21*** (0.064) 
Constant -0.41** (0.14) 
  
Observations 54 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Great Britain Market Share    
EU 0 (0) 
ECAA 0 (0) 
Migration 0.0033** (0.0012) 
Internet Users 0.0019 (0.0013) 
GDP Per Capita -0.000000054 (0.0000041) 
Voice and Accountability 0.11 (0.13) 
Political Stability 0.050 (0.066) 
Government Effectiveness -0.32*** (0.074) 
Regulatory Quality  0.12 (0.074) 
Rule of Law -0.020 (0.098) 
Control of Corruption 0.016 (0.061) 
Constant 0.43 (0.30) 
  
Observations 18 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
 
 
2004 Market Share    
EU 0.15 (0.15)    
ECAA -0.12 (0.16)    
Migration -0.0029 (0.0061)    
Internet Users 0.0028 (0.0027)    
GDP Per Capita 0.00000042 (0.0000028)    
Voice and Accountability -0.051 (0.17)    
Political Stability -0.036 (0.068)    
Government Effectiveness 0.013 (0.13)    
Regulatory Quality  0.38* (0.18)    
Rule of Law -0.066 (0.16)    
Control of Corruption -0.16 (0.11)    
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Constant -0.12 (0.10)    
  
Observations 35 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 

2005 Market Share    
EU 0.14 (0.16)    
ECAA -0.032 (0.18)    
Migration -0.0011 (0.0073)    
Internet Users 0.0045 (0.0030)    
GDP Per Capita -0.000000010 (0.0000029)    
Voice and Accountability 0.066 (0.20)    
Political Stability -0.0049 (0.078)    
Government Effectiveness -0.038 (0.12)    
Regulatory Quality  0.31 (0.16)    
Rule of Law -0.20 (0.19)    
Control of Corruption -0.11 (0.15)    
Constant -0.16 (0.12 
  
Observations 35 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
2006 Market Share    
EU 0.045 (0.14)    
ECAA 0.095 (0.20)    
Migration 0.0028 (0.0057)    
Internet Users 0.0090* (0.0034)    
GDP Per Capita -0.0000021 (0.0000032)    
Voice and Accountability 0.19 (0.32)    
Political Stability -0.035 (0.091)    
Government Effectiveness -0.043 (0.16)    
Regulatory Quality  0.36 (0.17)    
Rule of Law -0.12 (0.19)    
Control of Corruption -0.29 (0.15)    
Constant -0.43 (0.25)    
  
Observations 34 
 

2007 Market Share    
EU 0.033 (0.13)    
ECAA 0 (.)    
Migration 0.0016 (0.0045)    
Internet Users 0.0081* (0.0034)    
GDP Per Capita -0.0000014 (0.0000029)    
Voice and Accountability -0.11 (0.28)    
Political Stability 0.0051 (0.079)    
Government Effectiveness -0.052 (0.15)    



 
 

56 

Regulatory Quality  0.38* (0.16)    
Rule of Law 0.055 (0.18)    
Control of Corruption -0.30* (0.12)    
Constant -0.24 (0.17)    
  
Observations 35 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 

2008 Market Share    
EU -0.064 (0.15)    
ECAA 0 (.)    
Migration -0.0087 (0.0076)    
Internet Users 0.0035 (0.0039)    
GDP Per Capita -0.0000018 (0.0000040)    
Voice and Accountability 0.26 (0.37)    
Political Stability -0.015 (0.083)    
Government Effectiveness -0.019 (0.23)    
Regulatory Quality  0.34 (0.19)    
Rule of Law 0.029 (0.21)    
Control of Corruption -0.29* (0.14)    
Constant -0.22 (0.22)    
  
Observations 34 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
2009 Market Share    
EU -0.045 (0.16)    
ECAA 0 (.)    
Migration -0.014* (0.0060)    
Internet Users 0.0024 (0.0048)    
GDP Per Capita 0.00000079 (0.0000042)    
Voice and Accountability 0.16 (0.39)    
Political Stability -0.094 (0.089)    
Government Effectiveness 0.050 (0.19)    
Regulatory Quality  0.48 (0.25)    
Rule of Law -0.042 (0.22)    
Control of Corruption -0.31* (0.13)    
Constant -0.22 (0.26)    
  
Observations 32 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 

2010 Market Share    
EU 0.000066 (0.16)    
ECAA 0 (.)    
Migration -0.0084 (0.0057)    
Internet Users 0.0018 (0.0050)    
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GDP Per Capita -0.00000040 (0.0000045)    
Voice and Accountability 0.091 (0.37)    
Political Stability -0.013 (0.11)    
Government Effectiveness -0.0091 (0.22)    
Regulatory Quality  0.36 (0.21)    
Rule of Law 0.0075 (0.27)    
Control of Corruption -0.24 (0.15)    
Constant -0.079 (0.29)    
  
Observations 33 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 

2011 Market Share    
EU -0.043 (0.12)    
ECAA 0 (.)    
Migration -0.010 (0.0057)    
Internet Users 0.00029 (0.0034)    
GDP Per Capita -0.0000031 (0.0000040)    
Voice and Accountability 0.51 (0.32)    
Political Stability -0.13 (0.11)    
Government Effectiveness 0.11 (0.17)    
Regulatory Quality  0.35* (0.16)    
Rule of Law -0.18 (0.23)    
Control of Corruption -0.28* (0.12)    
Constant -0.061 (0.21)    
  
Observations 34 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 

2012 Market Share    
EU -0.060 (0.12)    
ECAA 0 (.)    
Migration -0.0082 (0.0088)    
Internet Users 0.0022 (0.0035)    
GDP Per Capita -0.0000026 (0.0000044)    
Voice and Accountability 0.32 (0.31)    
Political Stability -0.14 (0.13)    
Government Effectiveness 0.28 (0.21)    
Regulatory Quality  0.47* (0.18)    
Rule of Law -0.40 (0.24)    
Control of Corruption -0.28 (0.14)    
Constant -0.070 (0.22)    
  
Observations 54 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
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Appendix 4 – Robustness Checks Regional Data 

Time Period 2004-2008 Market Share    
# Airlines       -0.0034*** (0.00067)    
Population       0.000000022** (8.4e-09)    
Constant    0.49*** (0.026)    
  
Observations 1295   
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Time Period 2009-2012 Market Share    
# Airlines       -0.0038*** (0.00066)    
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Population       0.000000018* (7.3e-09)    
Constant    0.55*** (0.024)    
  
Observations 1242 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Logistic Regression Market Share    
# Airlines             0.039* (0.017)    
Population       0.00000055*** (0.00000016)    
Constant              3.29*** (0.39)    
  
Observations 2537 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Great Britain Market Share    
# Airlines             -0.0046*** (0.0013) 
Population       -0.000000013 (0.000000015)      
Constant              0.83*** (0.042)    
  
Observations 419 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
West Europe Market Share    
# Airlines             -0.0025* (0.0010)    
Population       4.9e-09 (0.000000015)    
Constant              0.55*** (0.052)    
  
Observations 742 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
East Europe Market Share    
# Airlines             -0.0056** (0.0020)    
Population       0.000000025 (0.000000035)    
Constant              0.56*** (0.085)    
  
Observations 297 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Scandinavia Market Share    
# Airlines             -0.0035 (0.0025)    
Population       5.1e-10 (0.000000041)    
Constant              0.44*** (0.070)    
  
Observations 305   
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
Mediterranean Market Share    
# Airlines             0.00016 (0.00078)    
Population       0.000000044*** (8.0e-09)    
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Constant              0.33*** (0.033)    
  
Observations 774    
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 
 
2004  Market Share    
# Airlines          -0.0064*** (0.0010) 
Population       0.000000011 (0.000000014)    

Constant              0.56*** (0.035)  
  
Observations 228 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 

2005  Market Share    
# Airlines             -0.0064*** (0.00096)    

Population       0.000000022 (0.000000012)    

Constant              0.54*** (0.033)  
  
Observations 261 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 

2006  Market Share    
# Airlines             -0.0061*** (0.00085)    

Population       0.000000020 (0.000000011)    

Constant              0.57*** (0.032)   
  
Observations 251 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 

2007  Market Share    
# Airlines             -0.0056** (0.0020)    
Population       0.000000025 (0.000000035)    
Constant              0.56*** (0.085)    
  
Observations 297 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 

2008  Market Share    
# Airlines             -0.0047*** (0.00085)    

Population       0.000000030** (0.000000011)    

Constant              0.50*** (0.033)  
  
Observations 274 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 

2009  Market Share    
# Airlines             -0.0053*** (0.00076)    

Population       0.000000026* (9.9e-09)    

Constant              0.59*** (0.029) 
  
Observations 280 
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Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 

2010  Market Share    
# Airlines             -0.0062*** (0.00073)    

Population       0.000000031*** (9.0e-09)    

Constant              0.60*** (0.027) 
  
Observations 307 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 

2011  Market Share    
# Airlines             -0.0061*** (0.00082)    

Population       0.000000031** (9.3e-09)    

Constant              0.56*** (0.027) 
  
Observations 324 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001 

2012  Market Share    
# Airlines             -0.0066*** (0.00075)    

Population       0.000000034*** (8.7e-09)    

Constant              0.59*** (0.025) 
  
Observations 331 
Standard errors in parentheses    * p<0.05, ** p<0.01, *** p<0.001
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 Appendix 5 - Correlation Matrix of Coefficients National Regression

 
EU ECAA Migration 

Internet 
Users 

GDP 
Per 

Capita 
Voice and 

Accountability 
Political 
Stability 

Government 
Effectiveness 

Regulatory 
Quality 

Rule of 
Law 

Control of 
Corruption Constant 

EU 
1.0 

           ECAA 
-0.26 1.0 

          Migration 
0.09 -.045 1.0 

         Internet Users 
0.01 -.295 .195 1.0 

        GDP Per Capita 
0.04 .089 -.234 -.245 1.0 

       Voice and Accountability 
0.01 -.266 .105 .434 -.131 1.0 

      Political Stability 
-0.07 .027 -.090 -.085 -.010 -.111 1.0 

     Government Effectiveness 
0.00 .216 -.028 .087 -.087 -.098 -.142 1.0 

    Regulatory Quality  
-0.20 -.085 -.306 -.065 .093 -.132 -.071 -.189 1.0 

   Rule of Law 
-0.12 .018 .155 -.367 -.228 -.290 .050 -.242 -.259 1.0 

  Control of Corruption 
0.09 -.016 -.012 .143 -.232 -.102 -.149 -.152 -.097 -.303 1.0 

 Constant 
-0.32 .010 .068 -.351 -.311 -.436 .101 -.146 -.101 .348 .101 1.0 
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Appendix 6 - Correlation Matrix of Coefficients Regional Regression 

 Market Share Airlines Population 
Market Share 1.0000   
# Airlines -0.3504 1.0000  
Population -0.0060 0.3757 1.0000 
 
 
 
 
 
 
 
 
Appendix 7 – Summary Statistics Regional Data 

Variable  Mean Std. Dev. Min Max Observations 
Market Share overall .5057169 .3444007 0 1 N =    2741 
 between  .3326728 .0008783 1 n =     401 
 within  .1415853 -.2942831 1.222951 T-bar = 6.83541 
       
# Airlines overall 18.01525 23.93323 0 147 N =    2754 
 between  21.62262 0 139.4444 n =     401 
 within  3.849317 -5.206972 35.68192 T-bar = 6.86783 
       
Population overall 2305513 1969211 0 1.20e+07 N =    2548 
 between  1855356 0 1.17e+07 n =     385 
 within  295604.4 -3053777 5549210 T-bar = 6.61818 
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Appendix 8 – Summary Statistics National Data 

  

Variable  Mean Std. Dev. Min Max Observations 
Market Share overall .2425339 .1944602 0 .904 N =     324 
 between  .1812674 .0007778 .8092222 n =      36 
 within  .0759652 -.0462438 .5014228 T =       9 
       
EU overall .7314815 .4438743 0 1 N =     324 
 between  .4351204 0 1 n =      36 
 within  .111283 .0648148 1.064815 T =       9 
       
ECAA overall .9320988 .2519655 0 1 N =     324 
 between  .1135534 .6666667 1 n =      36 
 within  .225636 .154321 1.265432 T =       9 
       
Migration overall 1.914803 6.342123 -25.2 22.2 N =     304 
 between  5.038529 -10.36667 15.1 n =      36 
 within  3.843072 -14.69631 19.40369 T-bar = 8.44444 
       
Internet Users overall 57.5287 22.99528 0 96.2 N =     324 
 between  20.69136 0 91.04444 n =      36 
 within  10.54773 29.99537 85.19537 T =       9 
       
GDP Per Capita overall 24189.37 19515.66 2070.9 87716.7 N =     324 
 between  19727.8 2494.067 81485.48 n =      36 
 within  1146.393 20675.19 30420.6 T =       9 
       
Voice & Accountability overall .9740741 .5357273 -.6 1.8 N =     324 
 between  .5344169 -.3222222 1.644444 n =      36 
 within  .0920657 .6185185 1.274074 T =       9 
       
Political Stability overall .604321 .5867314 -1.2 1.6 N =     324 
 between  .5585398 -.5888889 1.466667 n =      36 
 within  .2000344 -.295679 1.804321 T =       9 
       
Government Effectiveness overall .9453704 .7939459 -.8 2.4 N =     324 
 between  .7952033 -.6666667 2.188889 n =      36 
 within  .1168913 .6342592 1.367593 T =       9 
       
Regulatory Quality overall 1.010494 .6110041 -.6 1.9 N =     324 
 between  .6058733 -.2444445 1.844444 n =      36 
 within  .1238362 .6216049 1.321605 T =       9 
       
Rule of Law overall .887963 .8394733 -1 2 N =     324 
 between  .8441494 -.7444445 1.966667 n =      36 
 within  .0988757 .5101852 1.143519 T =       9 
       
Control of Corruption overall .8429012 .9510198 -.8 2.6 N =     324 
 between  .953753 -.6333333 2.455556 n =      36 
 within  .1316195 .3429012 1.23179 T =       9 
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9. Summary 
The aim of this thesis has been to investigate what factors affect low-cost carrier market share 

across Europe. Europe has been chosen as a sample since all of its member countries are 

represented by the same legal framework of the European Union or its Economic Area. 

Factors that are argued to be of importance for low-cost carrier market entry decisions can be 

classified in two categories. The first category deals with variables that make market entry 

possible, while the second category of variables stands for the question what makes market 

entry profitable. This thesis adopts this classification as it uses eleven variables that can be 

considered to be of importance at the institutional level, hence answering the question 

whether market entry is possible. This first analysis has been conducted on a national scale by 

testing the relation between the variables and low-cost carrier market share in 36 countries of 

the European Common Aviation Area for a time period of nine years ranging between 2004-

2012. The results of the first analysis show that low-cost carriers are more present in countries 

who are member of the European Union. Secondly, it is found that low-cost carriers tend to be 

more present in countries with a large number of Internet users. This reflects back to the 

business model of low-cost carriers, as they are largely dependent on the Internet as their 

main distribution channel. Lastly, this thesis outlined the negative association between low-

cost carriers’ market share and the variable ‘control of corruption’. This, as such, is an 

interesting finding as it adds to the debate whether low-cost carriers receive any state aid. 

The factors that are categorised in the market profitability are subsequently measured at a 

regional scale, by taking the market shares at the airports. The same sample applies for the 

regional analysis. The findings show that low-cost carriers tend to avoid competition at the 

airport level, as a negative association between these variables can be observed. Next to that, 

low-cost carriers are more likely to enter a market that has a large catchment area. This 

finding can be put in perspective by arguing that the catchment area represents potential 

demand, hence the larger the better.  

In sum, low-cost carriers adopt a business model that initially focused around the 

standardization of services in order to minimize costs. However, as with any other business 

model, it is in constant adaptation to the outside environment. In order to investigate what 

factors influence market entry decisions, this research has generalized low-cost carriers as 

one. Although this research did not provide any groundbreaking findings, it has added 

significantly to the previous academic studies. This thesis has supported some earlier findings 

that low-cost carriers are driven by the possibility to enter a market and the profitability of the 
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respective market. More specifically,  this thesis has found that low-cost carrier market entry 

decisions are positively affected by EU Membership and the number of internet users in a 

country. Lastly the size of the catchment area around an airport positively influences low-cost 

carriers’ market share, while competition around the airport has a negative effect.  
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