Chapter 13 

1. Corrections

At page 453, penultimate paragraph, 9 lines down replace 
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At page 466 in problem 2, the last line should read

future states where MNB2 = 10 - (A2/2)

not

future states where MNB2 = 10 -(A1/2)

At page 468, the last two paragraphs of Appendix 13.1 argue that the cost of ignoring irreversibility is greater than the cost of irreversibility. The argument there is wrong. The first paragraph on page 468 correctly notes that there is a period 1 gain to ignoring irreversibility, which is smaller than the period 2 loss. The error in the argument in the next two paragraphs, the last two in the Appendix, arises from overlooking the period 1 gain.

    The correct argument about the relative sizes of the costs of irreversibility and of ignoring it is as follows. By equation 13.48 the cost of irreversibility is 
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+ def, and the cost of ignoring it is, taking account of the period 1 gain, edhi - 
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. Subtracting the former from the latter gives edhi - def - 2
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, which, using previously established results, is zero, ie the cost of ignoring irreversibility is equal to the cost of irreversibility.

2. A suggested correction

In regard to the statement at page 465, in the Further Reading section, that 

"Coggins and Ramezani (1998) use these techniques to show explicitly that the value of the right to delay a decision equals Arrow and Fisher's quasi-option value" 

we have received the following comment from Professor Mensink of the University of Kiel:

“If one, however, adopts the formal definition of quasi-option value by Fisher and Hanemann (1987) neither the statement 'the value of the right to delay a decision equals Arrow and Fisher's quasi-option value' nor the statement 'Coggins and Ramezani (1998) use these techniques to show [this] explicitly' is entirely correct in my opinion.

I think the first statement is challenged in Mensink and Requate (2005): see also the reply by Prof. Fisher. The second statement in my opinion is challenged in Mensink (2004).”
 

The references here are:

Mensink, P (2004): A comment on “An arbitrage-free approach to quasi-option value” by Coggins and Ramezani. (June 2004, unpublished manuscript(?): a copy of this paper is available at “additional Materials, Chapter 13.)

Mensink, P and Requate, T (2005): The Dixit-Pindyck and the Arrow-Fisher-Hanemann-Henry option values are not equivalent: a note on Fisher (2000). Resource and Energy Economics 27 (2005), 83-88.

Fisher, A C (2005) Investment under uncertainty and option value in environmental economics: reply. Resource and Energy Economics 27, 2005, 89.
 

The authors of this textbook have not yet had a chance to fully digest the implications of these comments. In the meantime, we have attached these remarks here so that our readers can be made aware of more recent developments in this area.
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