
 
 
 
 

Real Options and the Timing of New Investment: 
 

Evidence from Real Estate Development 
 
 
 
 
 
 

       Laarni Bulan‡        Christopher Mayer§           C. Tsuriel Somerville§§ 
 
 
 
 
 
    
This Version: April 7, 2000 
Please do not quote without the authors’ permission. 
 
*The authors wish to thank Andy Abel, John Donaldson, Larry Glosten, Joe Gyourko, Charlie 
Himmelberg, Glenn Hubbard, Todd Sinai, Nick Souleles, and Will Strange for helpful 
comments.   Special thanks are due to Zhan Binghui for research assistance.  Without the 
assistance and cooperation of Stan Hamilton and the offices of the British Columbia Assessment 
Authority, Land Title Office, Registrar of Corporations, and Superintendent of Real Estate this 
work could never have come to fruition.  We would also like to acknowledge the Real Estate 
Research Institute and the Social Science and Humanities Research Council of Canada for 
financial support.  All errors are the responsibility of the authors.   
 
‡ Graduate School of Business, Columbia University, 313 Uris Hall, 3022 Broadway, New York, 
NY, 10027-6902 USA, ltb4@columbia.edu 
 
§ The Wharton School of Business, University of Pennsylvania, 314 Lauder-Fischer Hall, 256 
South 37th Street, Philadelphia, PA 19104-6330 USA, mayerc@wharon.upenn.edu 
 
§§ Faculty of Commerce & Business Administration, University of British Columbia, 2053 Main 
Mall, Vancouver, BC V6T 1Z2 Canada, tsur.somerville@commerce.ubc.ca 





 
 
 
 
 
 
 
 
ABSTRACT 
 
 
 
Real options models have dramatically changed the way economists model investment 
decisions.  While the theoretical literature has exploded, empirical tests of irreversible 
investment under uncertainty in the contingent claims framework have lagged behind.  In 
this paper we use detailed data on 1,246 individual real estate developments in 
Vancouver, Canada between 1979 and 1998 to examine the prediction that increases in 
uncertainty delay investment.  Our empirical results suggest that builders delay 
development during times of greater uncertainty in prices.  A one standard deviation 
increase in the volatility of returns decreases the hazard rate of development by 25-56 
percent.  By contrast, we find that cost uncertainty has little impact on development 
decisions.  These findings are consistent using both aggregate and neighborhood specific 
price data, over different time periods, with different lags structures, and while 
controlling for short run serial correlation and non-price measures of housing market 
conditions. 


