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The Rationality of Dumping:
The Case of Guatemala

ABSTRACT

Central America is an interesting region for developing business, and its proximity to South and North 
America makes the isthmus a strategic region for growth. Guatemala is seen as an emerging economy with 
the capacity for growth and expansion. The cement industry is now one of the most competitive industries 
in Central America and has expanded to different countries in the region. However, this was not the case 
in 1999 when the Mexican Firm Cruz Azul entered via a price predation strategy into the Guatemalan 
market. Game theory demonstrates the advantage of price predation and the rational decision-making 
behind the strategy, and also demonstrates that a business smaller than its competitors can win a price 
predation battle by cooperating. The analysis is based on the dissertation by Garita (2008).

PRICE PREDATION

Price predation can be defined as the reduction 
of price that is only profitable based on the as-
sumption the predator will be able to gain market 
share by eliminating or inhibiting competition of 
its rivals or potential rivals (Bolton, 2006). The 
reduction of price established by the price predator 

can be lower than the cost of the product, therefore 
differentiating from dumping which establishes 
that the price is lower in the selling country than 
the country of origin. Price predation is a business 
strategy determined as a non-ethical strategy which 
seeks to vanquish the competition by reducing the 
price below cost thus making it impossible for the 
rivals to compete.

Guitinan (1996) defines price predation as an 
unreasonable reduction of price that is not prof-
itable aiming to weaken, eliminate, or to block 
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the entry of a new rival. Concerning the defini-
tions stated, price predation could be defined as 
an unreasonable financial strategy that seeks to 
gain market share to eliminate, inhibit, or block 
the entry of a new rival. The word unreasonable 
is based on the financial strategy that the preda-
tor establishes because it could be below total 
costs, variable costs, average costs, fixed costs, 
or sunk costs. Areeda-Turner (1975) explains that 
the predation often occurs on the average unitary 
production costs excluding fixed costs, which 
define that the equilibrium should be below the 
average variable cost.

Price predation can be viewed in two stages 
when analyzing the predation strategy: the pre-
dation stage and the post-predation stage. The 
predation stage is when the predator sells below 
some measure of economic cost with the intent of 
driving away competition from the market. The 
post-predation stage is when the competition has 
left the market and there is an absence of compe-
tition which causes supra-competitive level that 
recovers the losses incurred during the predation 
stage and secures the earnings of the monopolist 
thereafter (Weisman, 2006).

Figure 1 exemplifies the logic behind the preda-
tory analysis and explains clearly the intentions of 
the predator. Before entry the predator had excess 
that provides the leverage of continuing with the 
predation process when the new competitor enters 
the market. The excess is utilized to maximize the 
predation strategy. It is important to consider that 
the predation is only effective if there are financial 
reserves to guarantee the predation strategy. If 
this does not occur, the predator can run out of 
financial arguments to sustain the strategy and 
could be end out of the market.

Hüschelrath (2003) established an analysis to 
measure predation based on the case of Luf-
thansa vs. Germania. The macroeconomic analy-
sis established that in the first scenario there is a 
consumer surplus which assists the predator in 
the second stage – the predation period. The 
strategy explains that a monopolist has more le-

verage than a duopolistic market because there is 
a bigger surplus when there is only one industry 
in the market. The second scenario is when the 
competition enters the market (t entry), demon-
strating that the predator will lower profits below 
the excess of a duopolistic market and will be 
competing under losses. The time for this strat-
egy is not defined because the period where this 
strategy can be sustained depends on the excess 
that the predator had before entering the market.

The third scenario is when the competitor is 
expelled from the market and the market condi-
tions return to monopolistic or duopolistic char-
acteristics. The predator then arranges the prices 
in order to recuperate the lost profit and works 
again under excess. In this type of competition it is 
possible to maintain the same characteristics that 
were developed before the entry of the competitor.

Game Theory

Game theory can be analyzed under different 
perspectives, but the major objective theory is to 
define rational strategy. Stanford (2006) defines 
game theory according to the “Encyclopedia of 
Philosophy” as the study of strategic interactions 
between players based on different preferences 
which lead to different results. A second defini-
tion is the one offered by McMillan (1996) which 
states game theory is a rational analysis that has 
the purpose of understanding interdepending 
relations between players.

Game theory is a rational approach to decision-
making that does not include judgments by the 
players. The players are the different actors in the 
situation analyzed that will have different deci-
sions to choose. Game theory has to be understood 
by the definition of rationality defined by New 
Oxford American Dictionary (2012) as ̈ the stage 
of choosing under a system or set of principles 
underlying the arrangements of elements in a 
computer or electronic device so as to perform a 
specified task.” McMillan (2006) explains that the 
rationality of a player has to be considered under 
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