

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Option Exercise with Temptation

	
    
        
            
            







    
    










    
    
    
    











			 

        

    
	

	
	
		
		
			33 Pages
		
		

		Posted: 15 Sep 2004
		
		
		
	

	
		
			
			




	See all articles by Jianjun MiaoJianjun Miao
Boston University - Department of Economics


		

	
	
	
	
	


	
	
		
			There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Option Exercise with Temptation

								
							
							
							
								 
							

							
							
								
									Number of pages: 33
								
								
									Posted: 15 Sep 2004
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  111
							
						

					

					
					

					
						
							
						

						
							
								
									Option Exercise With Temptation
									

								
							
							
							
								Economic Theory, 2006
							

							
							
								
									Number of pages: 29
								
								
									Posted: 04 Mar 2007
								
								
							

							
						

						
							
							Downloads
							   46
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: September 2004

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper analyzes an agent's option exercise decision under uncertainty. The agent decides whether and when to do an irreversible activity. He is tempted by immediate gratification and suffers from self-control problems. This paper adopts the Gul and Pensendorfer self-control utility model. Unlike the time inconsistent hyperbolic discounting model, it provides an explanation of procrastination and preproperation based on time consistency. When applied to the investment and exit problems, it is shown that (i) if the project value is immediate, an investor may invest in negative NPV projects; (ii) if the production cost is immediate, a firm may exit even if it makes positive net profits; and (iii) if both rewards and costs are immediate, an agent may simply follow the myopic rule which compares only the current period benefit and cost. 
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