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ABSTRACT. In this paper we study the investment strategy of a firm that upon investment may produce in two alternative
modes. These two modes differ in terms of the risk associated with the running payoff: one being more profitable when
the market conditions are favorable but leading to larger losses in times of crisis (risky mode), whereas the other mode
leads to smaller profits and losses (safe mode). Once the investment takes place, the firm may still switch from one mode
to another. Therefore the firm may adjust itself, in terms of production mode, to the conditions of the market. Moreover,
we assume that the firm may decide to exit the market, and this decision is possible in both production modes. We find
that the investment strategy may be dichotomous. In this case we have an inaction region, for a range of prices in a
certain bounded interval, where the firm does not invest and waits to have more information about the price evolution.
Another interesting fact that we find is that under some conditions, the firm can operate with a negative instantaneous
profit. This region - the hysteresis region - can only be reached under special conditions.
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