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		Keywords: CARA, CRRA, certain equivalent, decision tree, divestment, Hyperbolic Absolute Risk Aversion, investment, mean-reversion, risk aversion, risk tolerance

	
	

	
    

    
	

	
	
		JEL Classification: C44, D81, G13, G30

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Alexander,  Carol and Chen,  Xi, Model Risk in Real Option Valuation (January 23, 2012). Alexander, C., & Chen, X. (2021). Model risk in real option valuation. Annals of Operations Research, 299(1), 1025-1056.,  Available at SSRN: https://ssrn.com/abstract=1990957
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Carol Alexander

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Sussex Business School  ( email )

			

			
			
				
				
				
					Falmer, Brighton BN1 9SL
United Kingdom

				

				
			

			
				
				
					HOME PAGE: http://www.coalexander.com
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Peking University HSBC Business School  ( email )

			

			
			
				
				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Xi Chen (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Sussex Business School  ( email )

			

			
			
				
				
				
					Jubilee Building
Falmer, Brighton BN1 9SL
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      313

			

		
		
		
			Abstract Views

			    1,792

		

		
		 
		
			Rank

			  178,291

		

		
	


	

	
		
			
				       57 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Risk Management eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk Management eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,665

                                    

                                    
                                        PAPERS

                                           15,550

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robert Sales at Global Association of Risk Professionals

                                    

                                
                            

                        

                    

                
	
                    Derivatives eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Derivatives eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,946

                                    

                                    
                                        PAPERS

                                           12,500

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Stephen Figlewski at New York University - Stern School of Business

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    European Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,628

                                    

                                    
                                        PAPERS

                                           14,891

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        John A. Doukas at Old Dominion University - Strome College of Business

                                    

                                
                            

                        

                    

                
	
                    Real Estate eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Real Estate eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,196

                                    

                                    
                                        PAPERS

                                            9,858

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Dennis R. Capozza at Ross School of Business, University of Michigan, William N. Goetzmann at Yale School of Management - International Center for Finance

                                    

                                
                            

                        

                    

                
	
                    Operations Research eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Operations Research eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              883

                                    

                                    
                                        PAPERS

                                            2,874

                                    

                                

                                
                            

                        

                    

                
	
                    Financial Engineering eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Engineering eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              878

                                    

                                    
                                        PAPERS

                                              791

                                    

                                

                                
                            

                        

                    

                
	
                    Resource Based Strategy & Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Resource Based Strategy & Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              232

                                    

                                    
                                        PAPERS

                                            1,125

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Valuing the Option to Invest in an Incomplete Market

                        
                            By
                                
                                
                                    
                                    Vicky Henderson
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Investment, Hedging, and Consumption Smoothing

                        
                            By
                                
                                
                                    
                                    Jianjun Miao
                                     and 
                                
                                    
                                    Neng Wang
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Investment, Consumption and Hedging Under Incomplete Markets

                        
                            By
                                
                                
                                    
                                    Jianjun Miao
                                     and 
                                
                                    
                                    Neng Wang
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Investment, Consumption, and Hedging Under Incomplete Markets

                            
                                By
                                    
                                    
                                        
                                        Neng Wang
                                         and 
                                    
                                        
                                        Jianjun Miao
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Are Overconfident CEOs Better Innovators?

                            
                                By
                                    
                                    
                                        
                                        David A. Hirshleifer, 
                                        
                                    
                                        
                                        Siew Hong Teoh, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Optimal Exercise of Executive Stock Options and Implications for Valuation

                            
                                By
                                    
                                    
                                        
                                        Jennifer N. Carpenter, 
                                        
                                    
                                        
                                        Richard Stanton, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Optimal Exercise of Executive Stock Options and Implications for Firm Cost

                            
                                By
                                    
                                    
                                        
                                        Jennifer N. Carpenter, 
                                        
                                    
                                        
                                        Richard Stanton, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Optimal Exercise of Executive Stock Options and Implications for Firm Cost

                            
                                By
                                    
                                    
                                        
                                        Richard Stanton, 
                                        
                                    
                                        
                                        Nancy Wallace, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Optimal Exercise of Executive Stock Options and Implications for Firm Cost

                            
                                By
                                    
                                    
                                        
                                        Jennifer N. Carpenter, 
                                        
                                    
                                        
                                        Richard Stanton, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.093 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

