
Author’s Accepted Manuscript

Production and hedging with optimism and
pessimism under ambiguity

Donald Lien, Chia-Feng Jeffrey Yu

PII: S1059-0560(17)30286-1
DOI: http://dx.doi.org/10.1016/j.iref.2017.04.001
Reference: REVECO1416

To appear in: International Review of Economics and Finance

Received date: 20 February 2016
Revised date: 30 March 2017
Accepted date: 4 April 2017

Cite this article as: Donald Lien and Chia-Feng Jeffrey Yu, Production and
hedging with optimism and pessimism under ambiguity, International Review of
Economics and Finance, http://dx.doi.org/10.1016/j.iref.2017.04.001

This is a PDF file of an unedited manuscript that has been accepted for
publication. As a service to our customers we are providing this early version of
the manuscript. The manuscript will undergo copyediting, typesetting, and
review of the resulting galley proof before it is published in its final citable form.
Please note that during the production process errors may be discovered which
could affect the content, and all legal disclaimers that apply to the journal pertain.

www.elsevier.com

http://www.elsevier.com
http://dx.doi.org/10.1016/j.iref.2017.04.001
http://dx.doi.org/10.1016/j.iref.2017.04.001


Production and hedging with optimism and pessimism under
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Abstract: This paper analyzes the optimal production and hedging decisions of a competitive

firm holding optimism and pessimism under price ambiguity. We show that the separation

theorem remains intact as the firm’s optimal output level depends neither on the output price

distribution nor on the firm’s preferences. Furthermore, the validity of the full-hedging theorem

depends on the extent to which the firm is optimistic about the uncertain output price. Notably,

we identify a threshold of the firm’s optimism level above which it is never optimal for the firm

to full-hedge even when an unbiased hedging opportunity is available. Our results suggest how

a firm’s optimism level and ambiguity degree affect its production and hedging behavior and

provide a novel explanation for why firms in practice shy away from full-hedging.

Keywords: Production, Hedging, Ambiguity, Optimism, Pessimism.

JEL Classification Numbers: D21, G02, G32.

∗We are very grateful to anonymous referees, Sigitas Karpavicius, Birendra Rai, Keith Wong, Jason Yeh, and
seminar participants at the 23rd Conference on Theories and Practice of Securities and Financial Markets for
their helpful comments. All remaining errors are our own. Part of the paper was completed when Donald Lien
was Weilun Visiting Professor at Institute of Economics, Tsinghua University, and the Institute’s hospitality is
deeply appreciated.

†College of Business, University of Texas at San Antonio, One University Circle, San Antonio, Texas 78249,
U.S.A. Tel.: +0011-1-210-4588070. Email: Don.Lien@utsa.edu

‡Corresponding Author. Business School, University of Adelaide, 10 Pulteney Street, Adelaide, South Aus-
tralia, 5005, Australia. Tel.: +61-08-83132073. Email: jeffrey.yu@adelaide.edu.au

1



Download English Version:

https://daneshyari.com/en/article/5083066

Download Persian Version:

https://daneshyari.com/article/5083066

Daneshyari.com

https://daneshyari.com/en/article/5083066
https://daneshyari.com/article/5083066
https://daneshyari.com

