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Applying Real Option Theory to Marriage


This presentation is designed to show the many applications real options theory can have towards the institution of marriage.  While this idea has been brought up in class, I feel I can further expand on the concept.  It is important to understand that much of the content in this presentation is based on personal views.  In fact, one of the major motivations behind this presentation is the fact that I have been married myself for only six months, and am able to reflect back on certain options that have presented themselves to me during the marriage process.


Real option theory deals with real, or non-financial, assets.  As with all option theory, transactions contain elements of irreversibility and uncertainty.


The irreversibility generally refers to cost but can also be thought of as once the option is exercised, it no longer exists and cannot be completely reversed.  The irreversible costs of marriage only come to light when the relationship becomes a failed marriage.  The main irreversible costs associated with marriage are money and time costs.  These of course refer to initial financial obligations as well as sustainable financial costs.  And if the marriage does not go well, legal costs can be extensive for both parties.  As well, a failed marriage means time wasted that could have been used more productively.


Uncertainty always contains an up and down side, or a good and bad side.  I will discuss this in further detail later in the presentation.

Marriage exhibits many traditional option characteristics.  Of course what makes it an option is the fact that it is a right, not an obligation.  Marriage can be viewed as an American option in that it can be exercised at any time.  It can also be seen as a Parisian option as in most instances it would only be exercised if the value of the option has been stable for a certain period of time.  This period of time refers to the dating process, during which the two people are figuring out and confirming that they belong together.  Marriage is a call option because you are trying to acquire something, not sell it.  As with many real options, the strike price equals the fixed costs of the option.  And because all of the initial costs of marriage occur at the same time, when the option is exercised, the spot price is equivalent to the strike prince.  One interesting characteristic of the marriage option is its expiration.  There is no limit on the age to get married.  Therefore this option’s life is linked to the life of the individual.  Finally, as with most options, this marriage option is generally exercised when it is in-the-money.

You can think of a marriage option as a derivative with marriage as its underlying asset.  A successful marriage will provide constant positive gains, which therefore adds to the value of the marriage option.  As well, this marriage option’s value will vary over time depending on the individual.  This means that like most options, the option of marriage is not always in-the-money.

Unlike financial options, this option grants a person extra control over its outcome.  The option can be exercised and used for an enormous number of possible partners, giving the individual a people option. As well, the transactions in not limited to certain locations such as financial markets or exchanges.  This marriage option can also be exercised at any time during a person’s lifetime.

Embedded within the marriage option are other options that affect the outcome.  These embedded options include initial cost, children and the lifestyle after the option is exercised.  These three options can have significant impacts on whether the outcome of marriage is positive or negative.

As stated before, the value of the marriage option can vary over time, depending on the individual.  It is important to exercise this option not only when it is in-the-money, but when this stage can be sustained indefinitely.  Technically, to hedge is to reduce risk.  The first way to do this is to wait until the best exercise time happens.  The other hedging possibility is to enter into a premarital contract, which stats what will occur should the bad side of uncertainty happen.

The two main outcomes of this option is that either the option is exercised or it is not.  Either way, there are varying degrees of positive or negative final outcomes.  Just because a person does not successfully exercise the marriage option does not mean that the person is worse off.  Likewise a person that does exercise their marriage option can end up being worse off than had they decided against it.

This is a diagram depicting my personal outcome of exercising my marriage option.  Marriage has provided me with greater stability combined with constant growth.  Without marriage, I believe my life would have continued to have ups and downs, and continued instability.

At the bottom of the last slide is a list of my sources for this presentation.

