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Abstract

This paper considers investment decisions of new technology adoption in the
situation that technology improves continually and, sometimes innovations and
sudden shocks that give negative influence to the technology occur. We model
improvements, innovations and sudden shocks by a jump-diffusion process, 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. We show a closed-form solution for optimal timing of
new technology adoption, and valuation formula of technology investment for one
time and any times.
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