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		Motivated by recent evidence on the possibility of jumps in carbon dioxide emission levels and abrupt increases in pollutant-related socio-economic costs, this paper uses a real options approach to examine their impact with respect to the optimal timing of environmental policies and the optimal emissions abatement level. To this end, we extend the methodology of Pindyck (2000) using jump diffusion processes. We show that if pollutant stock levels are subject to extreme variations and the emissions abatement level is chosen exogenously by the policymaker, then environmental policy measures should be taken earlier. A similar, yet more prominent, effect is observed under the assumption that pollutant-related socio-economic costs and benefits are expected to exhibit abrupt changes. However, different results are obtained when we examine simultaneously the two interrelated decisions, namely, the optimal timing of emissions abatement and the optimal abatement level. In this case, an increase in the size and/or probability of a jump, delays policy adoption but leads to higher optimal abatement. 
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