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DO 2 Supply Contract Valuation under Real Options Approach

%k Phounsakda Phimphavong, Matsumaru Masanobu ( Tokai University)

I this study we are looking at the procurement problem between buyer and suppliers who locates in
different countries. The objective of the study is to find the optimal order policy that optimizes
the contract value. We first model the exchange rate process to follow the Geometric Brownian
Motion then solve it by using multinomial approach. At each stage, we optimize each state by using
genetic algorithm to the objective function. The reason that we use genetic algorithm is that the
objective function contain many variable and is highly non linear when combining with all
conditions. The objective function is the profit function that includes the variable of demand,
foreign exchange rate and inventory management. When the inventory reaches r level we make and
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