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On study of a foreign investor’ s investment with random exchange rate un—
der Knightian uncertainty

FEI Weiin XIA Dengfeng TANG Shi-bing
Department of Financial Engineering Anhui Polytechnic University Wuhu 241000 China

Abstract: This paper studies the optimal investment with random exchange rates under Knightian uncertainty
and regime switching. Firstly by using an It6 formula the dynamics of profit flow under regime switching is
obtained. Secondly a-maxmin expected utility ( «-MEU) model is utilized to characterize an investor’ s ex—
pected value of the investment. Thirdly the profit flow calculation formula with random exchange rates are de—
rived by the stochastic calculus and the critical present values of the profit flow are also given. Finally nu-
merical simulations are provided to explain the effect of the parameters on an investor’ s investment decisions.

Key words: Knightian uncertainty; regime switching; random exchange rates; o -maxmin expected utility; Ito
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