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In a contractionary corporate environment, lease cancellation strategy becomes an important
component of corporate real estate leasing decisions. This paper presents a leasing model in which
less well-informed lessors o�er leases with alternative lease cancellation options. The model
demonstrates that a tenant's choice of cancellation option reveals his private information with
respect to the likelihood of option exercise. Tenants who select a lease with a downsizing option
are more likely to exercise the option. Given the higher likelihood of option exercise, the model
suggests that the downsizing option will be priced higher. We examine a sample of 311 leases, and
consistent with the model's prediction, we �nd that on average leases with a downsizing option
have signi�cantly higher contract rent. However, termination and sublet options are not associated
with higher rent. The evidence suggests that market uncertainty, private information and adverse
selection a�ect the pricing of alternative cancellation options and the choice of cancellation option.

Web of Science® Google Scholar

Google Scholar

Google Scholar

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies. Privacy Policy

Manage Preferences

Accept All

Reject Non-Essential

https://onlinelibrary.wiley.com/journal/15406229
https://onlinelibrary.wiley.com/toc/15406229/2000/28/1
https://doi.org/10.1111/1540-6229.00793
https://onlinelibrary.wiley.com/authored-by/Mooradian/Robert+M.
https://onlinelibrary.wiley.com/authored-by/Yang/Shiawee+X.
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2F1540-6229.00793&key=A1995QQ62000006&getFTLinkType=true&doiForPubOfPage=10.1111%2F1540-6229.00793&refDoi=10.1007%2FBF01096989&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D10%26publication_year%3D1995%26pages%3D177-191%26journal%3DJournal%2Bof%2BReal%2BEstate%2BFinance%2Band%2BEconomics%26author%3DJ.D.%2BBenjamin%26author%3DC.%2BTorre%26author%3DJ.%2BMusumeci%26title%3DControlling%2Bthe%2BIncentive%2BProblems%2Bin%2BReal%2BEstate%2BLeasing&doi=10.1111%2F1540-6229.00793&doiOfLink=10.1007%2FBF01096989&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D1%26publication_year%3D1994%26pages%3D233-257%26journal%3DJournal%2Bof%2BCorporate%2BFinance%26author%3DD.%2BBrown%26author%3DC.%2BJames%26author%3DR.%2BMooradian%26title%3DAsset%2BSales%2Bby%2BFinancially%2BDistressed%2BFirms&doi=10.1111%2F1540-6229.00793&doiOfLink=10.1016%2F0929-1199%2894%2990004-3&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D3%26publication_year%3D1994%26pages%3D416-441%26journal%3DJournal%2Bof%2BFinancial%2BIntermediation%26author%3DJ.%2BBrueckner%26title%3DBorrower%2BMobility%252C%2BAdverse%2BSelection%252C%2Band%2BMortgage%2BPoints&doi=10.1111%2F1540-6229.00793&doiOfLink=10.1006%2Fjfin.1994.1012&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy


Download PDF

Greenbaum, S., G. Kanatas and I. Venezia. 1991. Loan Commitments and the Management of Uncertain Credit
Demand. Journal of Real Estate Finance and Economics 4: 351–366.

Grenadier, S. 1995. Valuing Lease Contracts: A Real-Options Approach. Journal of Financial Economics 38:
297–331.

John, K., L. Lang and J. Netter. 1992. The Voluntary Restructuring of Large Firms in Response to Performance
Decline. Journal of Finance 47: 891–917.

John, K. and E. Ofek. 1995. Asset Sales and Increase in Focus. Journal of Financial Economics 37: 105–126.

Kaplan, S. and M. Weisbach. 1992. The Success of Acquisitions: Evidence from Divestitures. Journal of Finance

47: 107–138.

Lang, L., A. Poulson and R. Stulz. 1995. Asset Sales, Firm Performance, and the Agency Costs of Managerial
Discretion. Journal of Financial Economics 37: 3–38.

McConnell, J. and J. Schallheim. 1983. Valuation of Asset Leasing Contracts. Journal of Financial Economics 12:
237–261.

Google Scholar

Web of Science® Google Scholar

Web of Science® Google Scholar

Web of Science® Google Scholar

CAS Web of Science® Google Scholar

Web of Science® Google Scholar

Web of Science® Google Scholar

Citing Literature 
This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies. Privacy Policy

Manage Preferences

Accept All

Reject Non-Essential

https://onlinelibrary.wiley.com/doi/pdf/10.1111/1540-6229.00793
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D4%26publication_year%3D1991%26pages%3D351-366%26journal%3DJournal%2Bof%2BReal%2BEstate%2BFinance%2Band%2BEconomics%26author%3DS.%2BGreenbaum%26author%3DG.%2BKanatas%26author%3DI.%2BVenezia%26title%3DLoan%2BCommitments%2Band%2Bthe%2BManagement%2Bof%2BUncertain%2BCredit%2BDemand&doi=10.1111%2F1540-6229.00793&doiOfLink=10.1007%2FBF00219503&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2F1540-6229.00793&key=A1995RA44100003&getFTLinkType=true&doiForPubOfPage=10.1111%2F1540-6229.00793&refDoi=10.1016%2F0304-405X%2894%2900820-Q&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D38%26publication_year%3D1995%26pages%3D297-331%26journal%3DJournal%2Bof%2BFinancial%2BEconomics%26author%3DS.%2BGrenadier%26title%3DValuing%2BLease%2BContracts%253A%2BA%2BReal%25E2%2580%2590Options%2BApproach&doi=10.1111%2F1540-6229.00793&doiOfLink=10.1016%2F0304-405X%2894%2900820-Q&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2F1540-6229.00793&key=A1992JK57500005&getFTLinkType=true&doiForPubOfPage=10.1111%2F1540-6229.00793&refDoi=10.1111%2Fj.1540-6261.1992.tb03999.x&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D47%26publication_year%3D1992%26pages%3D891-917%26journal%3DJournal%2Bof%2BFinance%26author%3DK.%2BJohn%26author%3DL.%2BLang%26author%3DJ.%2BNetter%26title%3DThe%2BVoluntary%2BRestructuring%2Bof%2BLarge%2BFirms%2Bin%2BResponse%2Bto%2BPerformance%2BDecline&doi=10.1111%2F1540-6229.00793&doiOfLink=10.1111%2Fj.1540-6261.1992.tb03999.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2F1540-6229.00793&key=A1995QC26900006&getFTLinkType=true&doiForPubOfPage=10.1111%2F1540-6229.00793&refDoi=10.1016%2F0304-405X%2894%2900794-2&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D37%26publication_year%3D1995%26pages%3D105-126%26journal%3DJournal%2Bof%2BFinancial%2BEconomics%26author%3DK.%2BJohn%26author%3DE.%2BOfek%26title%3DAsset%2BSales%2Band%2BIncrease%2Bin%2BFocus&doi=10.1111%2F1540-6229.00793&doiOfLink=10.1016%2F0304-405X%2894%2900794-2&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=32&doi=10.1111%2F1540-6229.00793&key=1%3ACAS%3A528%3ADyaK38XisFCrsrk%253D&getFTLinkType=true&doiForPubOfPage=10.1111%2F1540-6229.00793&refDoi=10.1111%2Fj.1540-6261.1992.tb03980.x&linkType=COI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2F1540-6229.00793&key=WOS%3AA1992HL27800004&getFTLinkType=true&doiForPubOfPage=10.1111%2F1540-6229.00793&refDoi=10.1111%2Fj.1540-6261.1992.tb03980.x&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D47%26publication_year%3D1992%26pages%3D107-138%26journal%3DJournal%2Bof%2BFinance%26author%3DS.%2BKaplan%26author%3DM.%2BWeisbach%26title%3DThe%2BSuccess%2Bof%2BAcquisitions%253A%2BEvidence%2Bfrom%2BDivestitures&doi=10.1111%2F1540-6229.00793&doiOfLink=10.1111%2Fj.1540-6261.1992.tb03980.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2F1540-6229.00793&key=A1995QC26900002&getFTLinkType=true&doiForPubOfPage=10.1111%2F1540-6229.00793&refDoi=10.1016%2F0304-405X%2894%2900791-X&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D37%26publication_year%3D1995%26pages%3D3-38%26journal%3DJournal%2Bof%2BFinancial%2BEconomics%26author%3DL.%2BLang%26author%3DA.%2BPoulson%26author%3DR.%2BStulz%26title%3DAsset%2BSales%252C%2BFirm%2BPerformance%252C%2Band%2Bthe%2BAgency%2BCosts%2Bof%2BManagerial%2BDiscretion&doi=10.1111%2F1540-6229.00793&doiOfLink=10.1016%2F0304-405X%2894%2900791-X&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2F1540-6229.00793&key=A1983RC86800004&getFTLinkType=true&doiForPubOfPage=10.1111%2F1540-6229.00793&refDoi=10.1016%2F0304-405X%2883%2990037-5&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D12%26publication_year%3D1983%26pages%3D237-261%26journal%3DJournal%2Bof%2BFinancial%2BEconomics%26author%3DJ.%2BMcConnell%26author%3DJ.%2BSchallheim%26title%3DValuation%2Bof%2BAsset%2BLeasing%2BContracts&doi=10.1111%2F1540-6229.00793&doiOfLink=10.1016%2F0304-405X%2883%2990037-5&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy


ABOUT WILEY ONLINE LIBRARY

Privacy Policy

Terms of Use

About Cookies

Manage Cookies
Accessibility

Wiley Research DE&I Statement and Publishing Policies

HELP & SUPPORT

Contact Us

Training and Support

DMCA & Reporting Piracy

Sitemap

OPPORTUNITIES

Subscription Agents

Advertisers & Corporate Partners

CONNECT WITH WILEY

The Wiley Network

Wiley Press Room

Copyright © 1999-2026 John Wiley & Sons, Inc or related companies. All rights reserved, including rights for text and data mining and training
of arti�cial intelligence technologies or similar technologies.

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies. Privacy Policy

Manage Preferences

Accept All

Reject Non-Essential

https://www.wiley.com/privacy
https://onlinelibrary.wiley.com/terms-and-conditions
https://onlinelibrary.wiley.com/cookies
https://onlinelibrary.wiley.com/accessibility
https://onlinelibrary.wiley.com/publishing-policies
https://hub.wiley.com/community/support/onlinelibrary
https://www.wiley.com/customer-success/wiley-online-library-training-hub
https://onlinelibrary.wiley.com/dmca-notification-policy
https://onlinelibrary.wiley.com/sitemap
https://onlinelibrary.wiley.com/agents
https://onlinelibrary.wiley.com/advertisers
https://www.wiley.com/network
https://newsroom.wiley.com/
https://www.wiley.com/
https://www.wiley.com/
https://www.wiley.com/privacy

