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Continuation region
G(x)

Stopping region
(Ω)

Critical value
(x-bar)

(sign of derivative)

Probability of validity p + + +
Maximum profit flow z + + +
Litigation cost c - - -
Variance parameter σ + 0 -
Interest rate r - - ?

Parameter



Base Case Simulation
Probability of validity p 0.7 [0.1, 0.9]
Maximum profit flow z 1 [0.25, 5]
Litigation cost c 1 1
Variance parameter σ 0.4 [0.05 4]
Interest rate r 0.1 [0.01 0.20]
Term T 20 20

Parameter



Variable Coef SE Coef SE
forward -1.02 0.022 ** 0.028 0.0008 **
forward2 0.01 0.000 ** 0.000 0.0000 **
pz 8.86 0.274 ** -0.077 0.0114 **
(pz)2 -1.61 0.071 ** 0.031 0.0029 **
sigma -2.41 0.173 ** 0.153 0.0092 **
sigma2 -0.29 0.068 ** -0.008 0.0020 **
initial -0.80 0.059 **
rate 4.21 0.343 **
constant -13.0 0.3 ** 1.57 0.02 **
Observations 186736
Likelihood Ratio (chi2(8)) 8063
Log Likelihood -555

Notes:
Coeficients are in log-relative hazard form
** indicates significance at the .001 level
* indicates significance at the .01 level

Primary: ln(lambda) Ancillary: ln(rho)



Variable Coef SE Coef SE
forward -0.4283 0.0123 ** 0.09635 0.00237 **
forward2 0.0037 0.0001 ** -0.00140 0.00006 **
gyear -2.0179 0.0960 ** 0.30984 0.03298 **
gyear2 0.0123 0.0006 ** -0.00174 0.00020 **
cmade 0.0285 0.0030 ** -0.00333 0.00107 *
cmade2 -0.0001 0.0000 ** -0.00001 0.00002
claims 0.0134 0.0021 ** 0.00007 0.00056
claims2 -0.0001 0.0000 ** -0.000001 0.00001
foreign -0.9712 0.0356 **
constant 80.3 4.0 ** -13.7 1.4 **
Observations 58311
Likelihood Ratio (chi2(9)) 3746
Log Likelihood -16312

Notes:
Coeficients are in log-relative hazard form
** indicates significance at the .001 level
* indicates significance at the .01 level

Primary: ln(lambda) Ancillary: ln(rho)
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A Properties of the Exercise Boundary









B Properties of the value function
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