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The Valuation of Permanent American Options in
the Presence of Event Risk

CHEN Yong juan, LIU J+chun  , LIN Shun-fa
(Shool of Mathematical Science, Xiamen Univ. , Xiamen 361005, China)

Abstract: In this paper, the valuation of permanent A merican options in the presence of nom-hedgeable event risk is considered.
When the event occurs, the permanent American option is terminated and a rebate is paid instead of the promised pay-off profile. Con-
sequently, the presence of event risk influences the exercise straegy of the option holder. Then, for a given equivalent martingale meas—
ure, the optimal stopping problem of the permanent American option is solved. As a main result, no-arbitrage bounds for permanent

American option values in presence of envet risk are derived.

Key words: permanent American options; optimal stopping time; event risk; Game options



