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Abstract

Using a three-factor stochastic real option model framework, this paper examines the
effects of abandonment on the investment decision. Abandonment is classified
according to whether the opportunity arises for an active operating asset post-
investment, or for holding the project opportunity pre-investment. Separate analytical
models are developed for the alternative forms of abandonment optionality. Numerical
sensitivity analysis shows that the presence of a post-investment abandonment
opportunity makes the investment opportunity appear to be more attractive because of
the abandonment option value, but not by a considerable amount. Also, in contrast to
the standard real option finding, an abandonment value volatility increase produces a
project value threshold fall owing to the increase in the abandonment option value.
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Notes

1. Some authors assume By = r—ay, without a risk adjustment. It is likely that these
drifts may be related for some types of equipment such as cars, but not perhaps for

ships, but we ignore these possibilities.

2. In our base case, we assume zero correlation between V, K and X, that is X may not
be reflective of real option investment values. This assumption is relaxed in Figures 5
and 10.

3. A similar result is obtained for the investment cost volatility.
4. An algebraic explanation is available from the authors.

5. All of these numerical results are available from the authors.


https://www.tandfonline.com/keyword/real+option+analysis
https://www.tandfonline.com/keyword/abandonment+value
https://www.tandfonline.com/keyword/post%2Fpre+investment
https://www.tandfonline.com/keyword/D81
https://www.tandfonline.com/keyword/G31
https://www.tandfonline.com/keyword/H25

Related research @

People also read

Recommended articles Cited by
8

Information for

Authors

R&D professionals
Editors

Librarians

Societies

Opportunities

Reprints and e-prints
Advertising solutions

Accelerated publication

Corporate access solutions

Keep up to date

Register to receive personalised research and resources

by email

QSignmeup
£ 2 lin
&Kol v

Copyright © 2025 Informa UK Limited

Accessibility

Open access

Overview

Open journals
Open Select

Dove Medical Press

F1000Research

Help and information

Help and contact
Newsroom
All journals

Books

Privacy policy Cookies Terms & conditions

P Taylor and
Francis Group

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

