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The Cases of Companies with Long-Run Losses. A Modelling Approach
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The main research question of this paper is to understand the existence of long-run loss making companies and industries. It needs to be verified if firms remain in existence for 10–15 years while continuing to make losses during the entire period. Literature on industrial organization does not provide sufficient explanation for this phenomenon. In this paper, net present value approach and Monte Carlo simulations are conducted to test if it can be rational or not to make losses for a long time period and still remaining active in the market. Simulation results shows that it can be a rational behavior. The main reason behind this is that the future is not completely foreseeable; unexpected negative demand and/or cost shocks can occur that are impossible to forecast. The implication is illustrated by a real-world case study.



