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SUMMARY

We consider in this paper the evolution of a market in which a single product is produced, which can be differentiated both on price and quality.  The specific focus is upon the consequences of new entrants into a market in which, initially, there is a single monopoly supplier. We set up an agent-based model of firms and consumers, each following particular rules of behaviour for pricing and purchasing. 

The model extends beyond the comparative statics of conventional theory.  In our model, the market evolves over time, and solutions to the model describe the market structure which evolves and emerges from the process of competition.  

The model contains a strong element of contingency, so each individual solution of the model is unique.

On average, across a large number of solutions, the price falls (and the quality improves) from that set by the monopolist to a level very similar to that implied  by the Cournot model, given the average number of firms which survive in the model.

However, there is little or no connection across the individual solutions between the price which eventually obtains and the number of firms which survive in the market.

Judged on the conventional criterion of the distribution of market shares, at any point in time the market structure is, in general, anti-competitive.  But, as the outcome on market price shows, the model is competitive in any meaningful sense of the word.  

The potential range of outcomes for the model is wide, reflecting the importance of contingency in the process of the evolution of market structure.  A certain amount of the variation can be accounted for deterministically, but overall the results contain a substantial stochastic component.

