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There are many economic contexts in which the cost of making an irreversible
investment may switch between a discrete set of strike prices determined by the
state of some external variable. The changing state of the external environment is
modelled by a Markov chain with regime-switching: see [1] and [2]. The optimal
investment decision is modelled as a perpetual American option with a fluctuat-
ing strike. We determine the optimal investment policy in this regime-switching
context.
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