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Capacity optm ization of staged investment: A real optionsapproach
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Abstract: A real options goproach isput forw ard to detem ine the optimal cgpacity of two-stage invest-
ment Some stochastic processes are enployed to compute the trigger time of decision making under
three typical risk preferences asw ell as the executable probability that the regpective outcomes rely on
Themanagerial flexibility involved in the contingent investment can be described and valued by options
to expand A comprehensive evaluation model is set up to calculate the optimal capacity w ith numerical
techniguesw hen rate of return ismainly concerned A n exanple of computation indicates that the cho-
sen optimal cgpacity avoids return shortfall and cgpital w aste
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