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Responding to Price-cutting Initiated by Market Newcomers
A simulated study of consumer choice and brand strength
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Abstract

Often a newcomer to a market will initiate a price promotion. However, rival companies
hesitate to enter into price-cutting, because they want to keep up profitability and the brand
image. Here, the action taken by pre-existing companies against a newcomer is investigated,
running a multi agent simulation. The behavior of the consumer agent in this simulation model
is drawn from consumer behavior theory to increase the study’s level of reality and veridicality.
It becomes evident from the results of a sensitivity analysis that a pre-existing company has no
need to counter with its own price promotion campaign if consumer selection is based on brand
and not on price.
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