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Abstract

This paper develops a model of the optimal investment strategy for high-risk new
technology adoption. Technological uncertainty contains random improvements,
innovations and negative influence to the technology such as development of
competitive technologies. We model these uncertain factors by a jump-diffusion
process with jumps have Erlang distribution. Formulate the investment decision as
optimal stopping problem of the stochastic process, and seek for the optimal timing of
new technology adoption which maximize the net present value of the investment
with consideration of optimal technology scrapping in the future. We show an explicit
solution for optimal timing of new technology adoption, and a valuation formula of
technology.
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