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A Real Option Model under a Two-Dimensional Jump Process
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Abstract

In this paper, we propose a real option model under a 2-dimensional
jump process which belongs to Lévy processes. We consider a situation that
the expected present value of the investment project is a homogeneous
function of degree n of two stochastic valuables, and derive a closed form
solution for the optimal investment threshold. Furthermore, we derive a
closed form formula for the expectation of the first passage times reach to
the threshold. We show that the moment-generating function of the first
passage time can be obtained from the result for solving the expected
present value of the investment project by putting n = 0.
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