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Srategy o firm’' sentry, research and devel opment

LIU Jinrshan, HU Shi-geng, LI Chu-lin
Department of Mathemetics, Huazhong Universty of Science and Techrology , Wuhan 430074 , China

Abstract :In exiding red option literatures, the focus is mainly on the wait-option of inveding on projects. Actua-
ly , once the firm launches the project , the firm immediately obtains additiona rea option, e.g. , the right to conr
duct further R&D. Based on a new edablished nodd , this pgper anayzes those options, ot only resulting in the
valuations of those options, and a© oconcluding the optimd timing of firm' s entry and R&D. Furthernore, it is
found that the optimd timing of firm' sentry isirrelevant to the R&D option , but the value of waiting-invesment op-
tion is pogtively correlated with the R&D aoption.

Key words: red option; waitinginvesment ; research and development



